CPA letter, 1974 by American Institute of Certified Public Accountants
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
1974
CPA letter, 1974
American Institute of Certified Public Accountants
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Book is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation
American Institute of Certified Public Accountants, "CPA letter, 1974" (1974). Newsletters. 119.
https://egrove.olemiss.edu/aicpa_news/119
January 14, 1974
AICPA Board of 
Directors Meeting
Change in Petroleum 
Regs Urged
The CPA Letter
A Semi-Monthly News Report for Members of the AICPA
Among the decisions taken by the AICPA’s Board of Directors at its Jan. 3-4 
meeting were:
□  Deferred action on the creation of a commission to study the objectives of 
auditing, pending the development of a revised statement on the mission to be  
assigned to the commission.
□  Approved the recommendation of the Management Advisory Services 
Division’s executive committee to discontinue publication of the Management 
Adviser later this year. A regular department, as well as major articles devoted
to management advisory services, will be included in The Journal of Accountancy.
□  Approved the MAS Division’s proposal for a survey of management advisory 
services provided by local firms. The data will be used by the Division in 
designing its programs to assist such firms.
□  Agreed to participate in a quality review of an accounting firm which has 
negotiated a settlement with the SEC under its Rule 2(e) (see Oct. 29 Letter). The 
Board reserved the right to determine whether the program should be continued 
or modified after an initial period of experience. It also noted that an Institute 
committee is considering the development of a voluntary quality control review 
program for multi-office firms.
□  Conducted a preliminary review of Senate Bill 2626, introduced by Senator 
Lloyd Bentsen (D., Tex.), which would require “the Federal Government to 
announce publicly all requirements for accounting services and to negotiate 
contracts for such services on the basis of demonstrated competence and 
qualification for the type of services required at fair and reasonable prices.”
A conference will be arranged with the sponsors of the bill to explore some 
of the problems inherent in this type of legislation.
Lawyers are the only group permitted to represent others before the Federal 
Energy Office (FEO) without written approval of the FEO under provisions of 
the proposed Mandatory Petroleum Allocation Regulations.
The AICPA has urged that the regulations be changed to permit CPAs to 
represent clients without prior approval. In its letter to the FEO Administrator, 
the Institute noted that CPAs have appeared before the Cost of Living Council 
without prior approval on wage and price control matters for their clients.
The product allocation and price regs are scheduled to become effective on 
Jan. 15, with the administrative provisions, including the one on representation, 
to be adopted later in the month.
Also, the FEO has formed ten regional offices to work with state and local 
governments and to coordinate national policy. They are in Atlanta, Boston, 
Chicago, Dallas, Denver, Kansas City, New York, Philadelphia, San Francisco and 
Seattle. Directors’ names and telephone numbers are available by calling the 
FEO at (202) 395-3538.
SEC Endorses 
FASB—Somewhat
SEC Urges Inventory 
“Profit” Disclosure
California 
Consultants: 
Dills Kills Bill
Supplementing its endorsement of the establishment of the Financial 
Accounting Standards Board, the SEC has issued a statement (Accounting 
Series Release No. 150) indicating that it will look to the FASB for the 
private sector leadership in improving financial reporting standards.
According to the Release, “principles, standards and practices 
promulgated by the FASB will be considered by the Commission as having 
substantial authoritative support, and those contrary to such FASB 
promulgations will be considered to have no such support.”
The Release, however, pointed out that “the Commission will continue 
to identify areas where investor information needs exist and will determine 
the appropriate methods of disclosure to meet these needs.”
The SEC has called upon companies to reflect the impact of inflation by 
disclosing the difference between the historical and replacement costs of 
inventory items because it is important to investors. Accounting Series 
Release No. 151, issued on Jan. 3, is “exhortatory” , but states that a continua­
tion of price-level changes may lead to specific requirements.
According to the Release, “until final requirements are established, 
registrants are encouraged to use any method or basis deemed appropriate 
by management in exhibiting the impact of such ‘profit’, along with a 
statement of the method or basis used and the reasons for adopting it.”
The Commission’s increasing concern with inflationary factors is 
further indicated by reports that it is considering a notice to companies of 
their obligation to disclose the effects of high interest rates on operations. 
Such a notice would be similar to the recent statement which pointed out 
that “timely disclosure” requires companies to report the “actual or potential 
impact that possible fuel shortages” may have on operations.
A precedent-setting bill which would have licensed management consultants 
in California has been withdrawn by its sponsor, Senator Ralph Dills. 
Originally introduced early last year, the bill was withdrawn for “interim 
study” (see Oct. 15 Letter). Hearings had been scheduled by the California 
Senate Finance Committee for later this month, but as a result of this most 
recent action, Senator Dills cannot reintroduce a similar bill until 1975.
According to the California Society of CPAs, CPA organizations played 
an important part in this decision.
The Institute, through its MAS executive committee chairman, William 
J. Mueller, was prepared to oppose this legislation on the following grounds:
□  There is no demonstrated public need for such measures.
□  It is impracticable to develop adequate accreditation criteria.
□  Licensing or registration could be misleading because, under the 
“grandfather” provisos, registrants would not have demonstrated 
competence. Also, the examination would have been an inadequate test.
□  It could be used to bar some CPAs from a traditional area of practice.
The future prospects of this type of legislation in California appear to
lie in two areas: the appointment of a blue-ribbon commission to study the 
situation and to develop recommendations; and/or the introduction of 
another bill which could contain elements of the guidelines developed by the 
Institute of Management Consultants in their model Act.
These guidelines exempt “those licensed under other Acts when 
working in the field to which the licensing applies.” Also, those who give 
counsel incidental to another service, or those who spend less than 500 hours 
per year in the practice of management consulting, would not be included.
The American Management Association has completed its 1973 survey of top 
management compensation in 3,157 manufacturing companies. The 
table below shows the percentage relationship of the compensation of certain 
key executives to that of the chief executive officer. Copies of the complete 
300 page report, which includes dollar amounts, are available from the AMA, 
135 W. 50 St., New York, N. Y. 10020. Price: $200, with 10% discount to 
AMA members.
Relationship to Chief Executive Officers’ Total Compensation (100%)
Company Top Top Top
Sales Group Financial Marketing Manufacturing
(Millions) Treasurer Controller Executive Executive Executive
$ 2 to 5 D 45% 44% 51% 60% 54%ND * 41 53 62 56
5 to 10 D 47 38 53 59 52ND 40 33 50 58 47
10 to 25 D 44 36 55 59 52ND * 39 56 60 52
25 to 50 D 44 31 51 51 49ND 41 36 57 57 54
50 to 200 D 38 32 51 50 45ND 38 31 55 53 48
100 to 200 D 35 33 52 49 44ND 33 33 49 52 45
200 to 500 D 30 30 48 40 45ND 34 30 48 48 37
$500 to 1,000 D 27 31 49
* 35
ND 27 26 45 42 36
Range: 27-47% 26-44% 45-57% 40-62% 35-56%
* Insufficient Data D Durable Goods ND Non-Durable Goods
Under its new powers, granted by the Alaska Pipeline Act, and under its 
new boss, the General Accounting Office, instead of the Office of 
Management and Budget, the Federal Trade Commission is persisting in its 
line of business reporting proposal (see Oct. 15, Nov. 12 & 26 Letters).
The FTC staff is circulating a revised LOB Form, with comments due 
by Jan. 31, before submitting it to the Commission for formal action. Among 
the changes from the previous draft:
□  A different list of industry categories it proposed.
□  At least initially, the report form is to go to approximately 500 firms 
which have the largest sales in the manufacturing sector, rather than those 
with $50 million or more in assets.
□  Due date has been changed from 90 to 120 days after the fiscal year-end 
of the reporting company.
□  The language of the certification is different.
□  Information is sought only on majority-owned domestic companies, 
instead o f 20 percent or greater ownership of domestic and foreign 
companies.
Financial Executive 
Compensation
FTC Line of Business 
Reporting Revisited
Washington Briefs The General Services Administration has issued a Federal Procurement
Regulation requiring application of the Cost Accounting Standards Board 
standard on allocation of home office expenses to negotiated non-defense 
contracts, effective Dec. 1, 1973.
Senator Sam Ervin (D., N.C.) has attacked the “discrimination” against 
public accountants who have been licensed since Jan. 1 ,  1971, in the General 
Accounting Office model audit language. As chairman of the Government 
Operations Committee, he plans to propose corrective legislation.
A revised bill on state taxation of interstate commerce has been introduced 
by Senator Walter Mondale (D., Minn.). The bill (S.2811) provides a uniform 
system for the imposition of state and local taxes on interstate sales.
The AICPA task force on economic stabilization has been informed that 
enterprises that violate price control regulations probably will be able to 
escape the treble damage penalty if they report such violations voluntarily. 
Also, when price controls applicable to an industry are terminated, it is not 
expected that reports will be required for stub periods following the last 
reporting period prior to the termination date.
A bill (S.2842) has been introduced by Senator Lloyd Bentsen (D., Tex.) 
which would limit the stockholdings in a single company by a qualified 
pension fund and provide for a graduated capital gains holding period. 
Hearings will be scheduled early this year.
The financial and estate planning subcommittee of the AICPA’s Division of 
Federal Taxation has recommended to IRS Commissioner Donald C. 
Alexander that Revenue Ruling 73-13 be modified so that financial planning 
costs for executives, borne by the employers, be reflected in “other 
compensation” rather than as “wages” subject to withholding.
An AICPA task force is assisting the Small Business Administration in 
revising the SBIC audit guide, which is tentatively scheduled for publication 
by the SBA in March.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
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January 28, 1974
FASB Chairman 
Scores SEC
FASB to Consider
Price-Level
Reporting
The CPA Letter
A Semi-Monthly News Report for Members of the AICPA
FASB Chairman Marshall Armstrong has criticized the SEC for its “willingness 
to pre-empt the private sector in establishing standards for financial accounting 
and reporting, despite its expressed intention not to do so.”
In a speech before the Economics Club of Detroit, Mr. Armstrong cited, as 
examples, the SEC’s distinctions between accounting disclosure and measure­
ment and between professional analysts and average investors, as well as the 
Commission’s ASR 147 on lease commitment disclosures and the proposal to 
broaden disclosure in annual reports to shareholders, including line of business 
reporting by diversified companies.
Noting that the private sector now has the capability to solve problems in a 
way acceptable to all parties, he expressed the hope that, as the FASB clarifies 
fundamental issues, “the SEC will be less inclined to improvise solutions to its 
day-to-day problems.”
Mr. Armstrong referred to the recent SEC endorsement of the FASB as the 
body to which it would look for leadership in establishing and improving financial 
accounting standards as a “positive step forward” and described the present 
relationship as a “ situation of creative tension.” He expressed confidence, 
however, that “Washington is willing to listen to the private sector.”
Because of the increased rate of inflation in recent years, the Financial Accounting 
Standards Board will consider whether price-level statements should be required 
as supplementary information on financial statements.
In adding this project to its technical agenda, the Board emphasized that 
price-level information would be considered as a supplement to, not a replace­
ment of, historical-dollar financial statements.
As the basis for a public hearing, to be held at mid-year, FASB is preparing 
a brief discussion memorandum highlighting the basic issues. It will draw 
extensively upon Statement No. 3 of the Accounting Principles Board, issued in 
1969. The Statement recommended, but did not require, that financial statements 
be restated to reflect changes in the general price level as supplementary 
information. The APB suggested that the gross national product “deflator” or the 
consumer price index be used, rather than changes in prices of particular items, 
because the broader measures were better gauges of the dollar’s declining 
purchasing power.
The issue of current value versus historical cost will not be considered in 
the price-level project because the FASB is currently studying the overall 
conceptual framework for accounting and reporting. Any consideration of 
alternatives to historical cost accounting will be covered in, or await completion 
of, that project.
In this connection, the recently formed task force on the conceptual 
framework is scheduled to meet with members of the AICPA’s Study Group 
on the Objectives of Financial Statements on Jan. 29 to discuss the implications 
of its report on the FASB project. In addition to the task force, headed by FASB 
Chairman Marshall Armstrong, all FASB members are expected to participate.
Energy: Who Can 
Do What to Whom
SEC Proposes 
Increased Disclosure 
to Shareholders
SEC Conference 
Receives High Marks
In a change from its proposed regulations, the Federal Energy Office will 
now permit “any natural person” to represent others in proceedings before 
the FEO under the recently adopted Mandatory Petroleum Allocation 
Regulations (p. 1925 Jan, 15 Fed. Register). All that is required is a written 
authorization from the party directly involved. As originally proposed, only 
lawyers would have been permitted to represent their clients without prior 
written authorization from the FEO. The AICPA had urged that CPAs be 
granted similar privileges.
Early action is expected on the Emergency Energy Bill (S.2589), which, 
among other things, would create a Federal Energy Administration to 
replace the FEO. The new Administration would have expanded scope and 
the statutory authority to enforce the provisions of the Act. Still at issue 
are the controversial provisions on “windfall/excess” profits of oil 
companies and, if they remain, whether the IRS or the Renegotiation Board 
should monitor them.
In proposed amendments to Rules 14a-3 and 14c-3 (1934 Act) the SEC plans 
to increase the disclosure requirements in annual reports to shareholders. 
Many of the changes center on the inclusion of more 10K information in 
these reports.
Among the principal features of proposals contained in Rel. No. 10591, 
on which comments are due by March 15, are:
□  Five-year summary of earnings consistent with Form 10K.
□  Description of working capital requirements, including the effect of 
seasonal fluctuations.
□  Description of the nature of the business.
□  Sales and earnings by line of business and information on classes of 
products or services now required in 10Ks.
□  Certification of financial statements for the two most recent years.
□  Explanatory comments on material changes in financial condition 
during the past year.
□  A statement that the 10K report is available to shareholders on request.
□  Presentation of charts or schedules in a different light than indicated by 
t he financial statements is prohibited.
 Most of the proposed changes would not apply to investment companies, 
After taking final action on these proposals, it is expected that the 
SEC will reexamine the content of the 10K, including a “more meaningful” 
breakdown of lines of business.
\
The overall reaction of the some 300 registrants to the first AICPA- 
sponsored conference on current SEC developments was “let’s do it again.” 
During the Jan. 8-9 sessions, which included many SEC officials, extensive 
discussions were held on such topics as lease disclosure, compensating 
balances and other recent Accounting Series Releases; legal liability under 
the Securities Acts and the SEC’s approach to quality performance; and 
compliance problems, including examples of filing deficiencies.
Among the featured speakers was SEC Commissioner A. A. Sommer, Jr. 
who, in an address generally critical of the accounting profession, said: 
“What is needed is improved systematization of audits, better quality 
control over them and, perhaps above all, an increased ability on the part of 
auditors to approach their job with healthy professional skepticism. I have 
been astonished in the time I have been at the Commission at the evidences 
of the willingness of auditors to put aside their good judgment and 
uncritically follow the lead of management.”
Pension Provision 
Opposed
Federal Securities 
Code Proposed
AICPA Distribution 
Policies
A different tack was taken by Senator Harrison Williams (D., N.J.) who 
said that, by and large, the accounting profession was “doing its job, and 
doing it well.” He took the SEC to task for “a conspicuous absence of policy 
direction, and a low level of preparation for crisis, resulting in a truly vul­
nerable position for public investors” in other areas of securities regulation.
A pension reform bill, about to be introduced by the House Ways and 
Means Committee at press time, would establish the age of participation 
in qualified pension plans at 25 years for those employees who have had 
one year of service with their present employers. A Senate bill and the 
Administration’s proposal have specified age 30. A committee of the 
AICPA’s Federal Taxation Division, in a letter to the Ways and Means 
chairman, has pointed out that this age reduction would require contri­
butions on behalf of a significant number of employees who will terminate 
their employment before achieving a vested interest in the plan. Such a 
reduction would, according to the letter, have the following effects on 
employers—including accounting firms:
□  Add to the cash flow burden.
□  Increase administrative costs to both the employer and administrator.
□  Make it more difficult to estimate employee turnover as it relates to the 
actuarial basis for employer contributions.
□  Cause an overfunding of the Trust.
□  Decrease prospects for the adoption of new pension plans or the 
expansion of benefits under existing ones.
A proposed recodification of the federal securities laws is being prepared on 
behalf of the American Law Institute. The proposed document would 
incorporate many of the existing securities laws into one comprehensive 
Code that will be submitted for Congressional action.
The proposed recodification would restate the existing authority of the 
SEC. In addition it would permit the SEC to establish professional qualifi­
cations for public accountants practicing before the Commission and to 
prescribe the scope and procedures for audit examinations. The Institute 
has taken exception to the latter provisions as unwarranted extensions of 
SEC authority for which there has been no demonstrated need.
In an unrelated section, the proposed code would limit an auditor’s 
damages for misrepresentations in financial statements filed with the SEC, if 
the auditor acted in good faith.
The proposals result from a study which has been underway for several 
years and final Congressional action on the new Code is not expected 
before the late 1970’s.
In response to questions raised by members as to the circumstances under 
which they will receive free copies of technical materials, the AICPA 
policies are summarized as follows:
Practice Standards—As a general rule, single copies of all final 
pronouncements which set standards of practice will be mailed automati­
cally to all members. This includes such material as FASB Statements (which 
are purchased by the AICPA), Statements on Auditing Standards, MAS 
Statements and Standards, and Responsibilities in Tax Practice. Additional 
copies are available through the AICPA order department at a nominal 
charge, except for FASB Statements which must be purchased directly 
from the Board.
Other Publications—Most other publications, including Audit Guides 
and Management Services Technical Studies, are offered for sale with a 
member’s discount. Distribution of Accounting Position Papers will depend 
on the subject matter.
Exposure Drafts—Draft copies of Institute-produced documents, on 
which comments are being sought, will be sent to various organizations and 
persons with a particular interest in the subject. In most cases, however, a 
member can receive a single free copy from the Division handling the 
project. FASB discussion memoranda and exposure drafts should be 
requested from FASB.
Washington Briefs The Federal Government Accountants Association has announced a 2½-day
seminar on audit techniques to evaluate efficiency, economy and program 
effectiveness by federal, state and local governments. An overview of 
operational auditing in the private sector also will be presented. Open to 
non-FGAA members, the program will be held in Washington on March 
25-27. Contact R. E. May, 3902 Stone Mason Ct., Alexandria, Va. 22306 
for information.
District Conferees at the first level of the two-tier IRS audit appeals system 
are now authorized to settle cases up to $2,500 in proposed tax deficiency. 
After lengthy consideration of a one-tier appeal system, the IRS has granted 
this settlement authority to help the small taxpayer.
SEC is preparing a “ single, uniform key regulatory report” for broker- 
dealers. Still in draft stage, the new form would require firms to report 
income, profits and key financial and operational data. It would not have 
to be audited, but existing requirements for audited annual earnings and 
operational reports would remain in effect.
Final Phase IV regulations for health industries appeared in the Jan. 23 
Federal Register. While they are effective Jan. 1, hospitals and long-term 
care institutions have the option to continue under Phases II and III until 
April 1.
The General Accounting Office has approved a statement of accounting 
principles and standards for all Department of Defense agencies.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
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Accounting 
Standards 
Committee Actions
The CPA Letter
A Semi-Monthly News Report for Members of the AICPA
The AICPA’s accounting standards executive committee took the following 
actions at its Jan. 23-24 meeting:
□  Authorized a letter of comment to the SEC on proposed amendments to 
Guide 22 on the preparation and filing of registration statements (see Dec. 27 
Letter). Three changes in the proposals were recommended:
1. Establish clearly the distinction between, and separation of, management’s 
comments from the financial statements and summary of earnings.
2. Eliminate the implication in the Guide that management should forecast 
future earnings.
3. Clarify and revise guidelines for matters to be discussed by management 
to avoid presentation of unnecessarily voluminous data.
□  Instructed the task force on accounting policies to prepare a comment letter, 
for the chairman’s approval, on SEC Rel. 33-5427.
□  Approved publication of two Statements of Position:
Contingencies Arising from Energy Shortages states that such contingencies 
are substantially the same as those described in Accounting Research Bulletin 
No. 50. It makes recommendations in three areas:
1. Those that are expected to be adverse and the outcome is reasonably 
foreseeable and quantifiable, including those that are so pervasive that the 
existence of the enterprise is threatened.
2. Those that are not sufficiently predictable to record, but there is a reason­
able possibility that they may affect the financial position or results of operations.
3. Those that do not relate to current financial condition, but may raise 
questions about earnings trends.
Savings and Loan Subordinated Debt recommends that these securities be 
classified as debt on the association’s balance sheet even though they may be 
considered as “net worth” for regulatory purposes. They are debt instruments 
which require repayment.
Statements of Position are designed to influence the development of 
accounting and reporting standards, but they do not establish standards which 
are enforceable under the AICPA’s Code of Professional Ethics.
□  Authorized the appointment of a task force to study the application of 
generally accepted accounting principles to small and/or closely-held companies.
□  Recommended that the Financial Accounting Standards Board prepare an 
interpretation which supports the following positions:
1. A change in accounting method made solely for tax purposes can not be 
considered a change to a preferable method.
2. A change in accounting method for inventory valuation, involving less 
absorption of overhead than the former method, should be presumed to be a 
change to a method that is not preferable (see APB Opinion No. 20).
These recommendations were made because of the requirements in recently 
adopted IRS inventory regulations which permit certain overhead items, 
particularly depreciation, to be included in inventory for tax purposes only if they 
are so included for financial reporting purposes.
Market Up For 
Accounting Grads
Lawyers’ Letters
Accountancy Boards 
Eye Doctor Case
Whether accountants are lovable is a question for sociologists, but recent 
indications are that they are wanted.
According to the 28th annual Endicott Report, published by North­
western University, which surveys some 200 large companies and accounting 
firms throughout the country, the demand for accounting graduates will be 
substantially higher this year than last.
For accountants with a bachelor’s degree the job opportunities are up 
20°/o and those at the master’s degree level slightly higher. This is roughly 
on a par with engineering graduates who are also in great demand. (These 
figures were compiled last November, but a follow up indicates that the 
“energy crisis” has not disrupted recruiting plans.
Although this is a limited sample, the conclusions are borne out by the 
preliminary figures on the AICPA’s annual supply and demand study 
for 1974.
According to the Endicott Report, the average salary to be offered a 
1974 graduate in accounting is $920 per month, up from $886 last year.
Those with a master’s degree will go from $1,093 to $1,135 per month. It 
noted that engineers and accountants command the highest starting salaries 
among the covered categories, but that other graduates tend to “ catch up” 
in about five years.
The AICPA study, which also deals with the supply factor, as reported 
by leading colleges and universities, will indicate that the supply is up by at 
least an equal amount. This report, which is expected to be published in 
April, will be available free to members upon request at that time.
In response to questions raised by auditors over the apparent reluctance of 
some lawyers to give an adequate response to contingent liability questions 
contained in audit inquiry letters, the AICPA’s auditing standards executive 
committee has issued a “commentary” on this subject.
The “commentary” describes some of the problem areas and suggests 
ways in which they may be resolved by careful wording of the client’s 
confirmation request. If an adequate response is not received, the auditor 
may have to qualify or disclaim an opinion under generally accepted 
auditing standards.
Copies of the “commentary” have been sent to all practice units 
represented in the AICPA membership, and additional copies are available 
free upon request to the Auditing Standards Division.
A three-judge U.S. District Court has declared unconstitutional a section of 
the Wisconsin statutes which gives the state Medical Examining Board the 
authority to suspend a physician’s license to practice for two consecutive 
three-month periods without formal proceedings.
The court focused on the question of due process on which it said that 
the minimum element is a hearing before an independent decision maker. 
Under the existing statute, the state board could suspend a license without 
a hearing, and the decision to suspend would be made by the same persons 
who conducted the investigation.
Of particular interest to CPA licensing authorities is the “independent 
decision maker” aspect because most accountancy laws authorize the State 
Boards to both investigate and discipline CPAs within their jurisdiction 
after a formal hearing.
The Wisconsin Medical Examining Board plans to appeal the decision.
IASC to Release 
Accounting Policy 
Draft
Responsibilities for 
Interim Statements 
Clarified
Homeowner Energy 
Tax Break 
Gone with the Wind
Aids for Small 
Business
Statistical Sampling 
for Banks
The International Accounting Standards Committee, at its January meeting, 
agreed to worldwide exposure of its first proposed standard, Disclosure of 
Accounting Policies. Copies will be available from the AICPA after March 6.
The draft, prepared by representatives from the U.K., Netherlands and 
France, calls for companies to disclose all significant accounting policies 
adopted in the preparation of accounts and financial statements. Comments 
will be due by July 6 and the final statement is expected in Jan. 1975.
In other actions, the Committee reviewed a first draft of a proposed 
statement on valuation and presentation of inventories. A revision will be 
considered for exposure at the July meeting. Also, steering committees were 
appointed to prepare drafts on disclosure in financial statements, depre­
ciation of fixed assets and translation of foreign accounts.
Under provisions of APB Opinion No. 28, Interim Financial Reporting, and 
Statement on Auditing Standards No. 1 an independent auditor who reports 
on interim financial statements or information should follow generally 
accepted auditing standards.
Four auditing interpretations of questions raised about these provisions 
appear in the Feb. Journal of Accountancy. They deal with the following:
□  Application of the standard on evidential matter to interim information.
□  Effect of evidence requirements on inventory estimates for interim periods.
□  Consistency of interim and annual information.
□  Annual report disclosure of interim data.
In the House hassle over the Energy Emergency Bill, the Senate-added 
amendments, which would have given homeowners a tax deduction for 
energy-saving installations, have been dropped (see Dec. 17 Letter).
At least two Congressmen have introduced legislation to provide a tax 
incentive along these lines. William S. Cohen (R., Me.) has sponsored four 
separate bills. More recently, Charles A. Vanik (D., Ohio), a member of the 
Ways and Means Committee, has introduced HR 11543 which would give a 
tax credit for improvements in the thermal design of homes. The Committee 
is now seeking comments on this proposal, but hearings have not yet been 
scheduled. If the bill passes, it would not apply to 1973 tax returns.
Two recent government publications should be helpful to small businessmen.
□  Business Plan for Small Manufacturers (Management Aid No. 218) has 
been published by the Small Business Administration to help an owner- 
manager draw up his business plan. Available free from SBA field offices or 
from Washington headquarters at 1441 L St. N.W., 20416.
□  Tax Guide for Small Business (IRS publication 334) can be purchased 
over the counter at IRS offices for $1.00.
A manual on Statistical Sampling for Bank Auditors has been published by 
the Bank Administration Institute (BAI). It describes fundamental concepts, 
evaluates various sampling techniques and recommends, with hypothetical 
illustrations, proportional sampling as the most appropriate for bank 
auditors. Price is $10 from BAI, P.O. Box 500, Park Ridge, Ill. 60068.
Washington Briefs Amendments to the Federal Power Commission’s uniform system of
accounts which cover, among other things, depreciation and amortization 
accounts were published in the Jan. 22 Federal Register.
Public Health Service Act amendments have been approved by the House 
and sent to the Senate. Section 780 of the bill (HR 10957) contains record­
keeping and audit requirements for recipients under the revised PHS 
program.
Proposed procedures under Housing and Urban Development’s housing 
assistance payment program for new and in-place low-rent housing appeared 
in the Jan. 22 Federal Register. Comments are due March 5. The proposed 
contractual agreements between the Federal Government and developer/ 
contractors, as well as with “local authorities” include recordkeeping and 
audit requirements.
Comments on proposed amendments to the regulations governing the 
issuance of opinions by the Renegotiation Board will be received until 
March 5. A proposed opinion would be issued each time the Board or 
Regional Board enters an excessive profit finding unless the contractor has 
stated a willingness to enter into an agreement.
AICPA’s Federal Taxation Division has submitted comments to the Senate 
Finance Subcommittee on Financial Markets, which held hearings Feb. 5-6 
on the subject of capital gains. The Division advocated an extension of the 
present six month holding period for long-term gain to one year and 
recommended a sliding scale of exclusion in order to encourage long-term 
investments.
The 18th Annual Report of the Renegotiation Board is now available from 
the Government Printing Office at 55¢ a copy (S/N 4200-00023). It includes 
changes in the Board’s regulations during the fiscal year, a review of changes 
in operating procedures and a chapter on excessive profits determinations.
Draft legislation now being prepared by the Administration may overhaul 
the Interstate Commerce Commission. The bill would ease federal and state 
regulation of railroads and provide $2 billion in government-guaranteed 
loans for railroad facilities and freight car fleets.
—Rod Parnell, Editor
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FASB Sets Hearing 
on Price-Level 
Reporting
SEC Adopts Stock 
Life Co. Regs
Forecasting 
Standards in 
Process
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An indication that the output from the Financial Accounting Standards Board’s 
pipeline is beginning to flow at an increasing rate is the announcement of its 
second public hearing, scheduled for April 23-24.
To be held at the New York Sheraton Hotel, the hearing will deal with 
reporting the effect of general price-level changes in financial statements (See 
Jan. 28 Letter). The basic question is whether these effects should be required as 
supplemental information in financial statements. A discussion memorandum, 
which analyzes the issues but takes no position, is now available. Accounting 
Principles Board Statement 3, which is extensively referred to in the discussion 
memorandum, recommends, but does not require, such disclosure.
The Board is also seeking views as to whether financial information restated 
to reflect price-level changes is useful and, if so, whether the benefits outweigh 
the costs. Another question is whether a price-level reporting requirement, if 
adopted, should apply to all business enterprises and to governmental and 
not-for-profit organizations.
Those wishing to participate in the hearing should notify FASB by March 22 
and copies of their written submissions should be received by the Board no 
later than April 5.
Copies of the discussion memo and single copies of APB Statement 3 are 
available upon request from the FASB office, High Ridge Park, Stamford,
Conn. 06905.
Previously scheduled is a public hearing on accounting for research and 
development and similar costs (see Dec. 27 Letter) which will be held at the 
Plaza Hotel in New York City on March 15. A hearing date for the next topic on 
the Board’s agenda, foreign currency translation, will be set very soon, pending 
publication of the discussion memorandum which is undergoing final revisions.
In Accounting Series Release No. 152, the SEC has issued final regulations on the 
financial statements of stock life insurance companies and their subsidiaries. 
They do not apply to mutual companies or their stock company subsidiaries.
In general, the new regs call for life insurance companies to follow generally 
accepted accounting principles in the preparation of their financial statements. 
These are set forth in the AICPA’s publication, Audits of Stock Life Insurance 
Companies, issued in 1972.
The rules are effective for all financial statements filed after June 30 , 1974, 
but the SEC has urged companies to apply them to 1973 statements.
The AICPA’s management advisory services executive committee has 
tentatively approved for exposure a draft of recommended standards for the 
preparation of company financial forecasts. It is expected to be distributed for 
comment this spring after review by the Auditing Standards Division.
Draft SEC Broker 
Dealer Guide 
Available
Bill to Amend 
1934 SEC Act 
Nears Completion
Lease Disclosure
FHLBB Regs 
Clarified
A draft report, A Guide to Broker Dealer Compliance, has been prepared by 
the SEC’s advisory committee on a model broker/dealer compliance 
program. Composed of brokerage firm representatives and regulators, the 
12-member committee has set forth brokerage firms’ responsibilities under 
various federal and state, stock exchange and NASD rules. The draft has not 
been cleared by the SEC, but copies may be obtained from the committee 
chairman, Howard T. Sprow, Merrill Lynch, Pierce, Fenner & Smith, Inc.,
1 Liberty Plaza, New York, N. Y. 10006.
The committee is seeking suggestions from the securities community, 
the accounting profession and others before the final report is issued. 
Suggestions should be sent to Mr. Sprow by April 1, with a copy to Sydney 
T. Bernstein at the SEC.
A bill (HR 5050) to revise the policies and practices set forth in the 
Securities Act of 1934 is expected to reach the House floor in early spring. 
Introduced by Rep. John Moss (D., Cal.) last year, it deals with such matters 
as the selection of commissioners, administration of the SEC, and 
record-keeping and reporting requirements.
Also, it would eliminate fixed brokerage commissions, establish a 
central market and revise the back office legislation that failed in the last 
Congress. The final bill contains these two changes from the original 
proposals:
□  Requires broker/dealers to send customers “such information con­
cerning financial condition as the Commission shall, by rule, require. Such 
information shall include certified balance sheets and income statements.”
□  Grants the Commission authority to prescribe accounting procedures 
and systems for broker/dealers.
The Accounting and Auditing department of the Feb. Journal of 
Accountancy summarizes an informal discussion with SEC officials on the 
implementation of new rules on disclosure of leases contained in 
Accounting Series Release No. 147. There is, however, no discussion of 
one-time relief for certain 1973 reports where the financial statements are 
incorporated by reference in registration statements on Form S-8 and may 
not include the lease disclosures required by the new regs.
In such cases, the SEC will require that the improved disclosures, which 
may be limited to the most recent two years, be made separately on Form 
S-8 except where the related Form 10-K was filed with the SEC before 
December 1, 1973.
Recently, the Federal Home Loan Bank Board incorporated in its new 
regulations, covering subordinated debentures and conversions of mutuals 
to stock associations, specific accounting disclosure requirements that are 
similar to those contained in Regulation S-X of the SEC. The Board has said 
that, in these areas, much of the terminology is similar to S-X, but some is 
not. Also many apparently inapplicable items have been deleted from the 
S-X language. It emphasized that S-X should not be followed in its totality 
without considering all former FHLBB pronouncements on financial state­
ment format and disclosure requirements.
A project of a recently formed audit committee, headed by Michael P. 
McCarthy, director of the Holding Companies Section, will be to formulate 
appropriate disclosure requirements for savings and loan associations in 
cooperation with the SEC and professional groups.
Federal Tax
Committee
Highlights
Ethics
Interpretations
Audit Software 
Package Proposed 
for Small Businesses
Computer 
Conference Set
The following were among the actions taken by the AICPA’s federal 
taxation executive committee at its Feb. meeting:
□  Approved a report on taxation of capital gains. It will serve as the basis 
for the Federal Taxation Division’s future testimony on proposed legislation 
affecting this area. The report calls for the extension of the holding period 
from six months to one year and provides for a sliding scale of exclusions 
relating to the longer holding period.
□  Prepared comments based on the above report for submission to 
Senator Lloyd Bentsen (D., Tex.) on his bill (S. 2842), which, among other 
things, would provide for a graduated capital gains holding period. Also, 
comments will be made on S. 2787, introduced by Senator Paul J . Fannin 
(R., Ariz.) which provides for a graduated capital gains tax based on the 
holding period.
□  Approved a report on the value-added tax. It concludes that such a tax 
might be appropriate if it is necessary to increase federal revenue signifi­
cantly. The report also recommends that consideration be given to a national 
retail sales tax prior to introduction of a value-added tax.
□  Approved a subcommittee report on estate and gift taxation. It will be 
presented to Congress when hearings are scheduled on this subject.
The above reports are subject to some final revisions before they will 
be made available.
The AICPA’s Professional Ethics Division has issued an interpretation of 
Rule 502-15 which will permit members to indicate their interest in being 
included among those from whom specific proposals will be sought by a 
governmental unit or a public grant recipient when such units or grant 
recipients are legally required to obtain multiple proposals. The text of the 
interpretation and discussion appears in the March Journal of Accountancy.
Efforts will be made to report in the Letter those programs that meet 
this requirement before contracts are awarded.
A proposed interpretation of Rule 101-4 on family relationships is to be 
circulated to state societies for comment. It discusses the effect of kinship on 
the appearance of independence when there are financial interests in, or 
business relationships with, audit clients. Geographical dispersion would be 
a factor in assessing the situation.
An AICPA task force is considering the possibility of developing a computer 
audit software package for use on small business computer systems, 
provided that there is a sufficient market in the membership for such a 
system.
Readers of the Letter are urged to write Bob Stone at the AICPA and 
let him know whether you would be interested in such a package if it was 
easy to use and made available at a moderate price. The decision on 
pursuing this project will be governed largely by reader reaction.
The AICPA’s tenth annual conference on computers and information 
systems will be held in Chicago on May 6-8.
Designed for CPAs who are currently involved in some aspect of 
electronic data processing, the program is being organized in terms of EDP 
applications to auditing, taxation, management advisory services and 
practice management. AICPA President Samuel Derieux will be the featured 
speaker at the May 7 luncheon. For further information, contact Noel Zakin 
at the AICPA office.
Washington Briefs The IRS has suspended until further notice the requirement that employers
provide copies of Form W-2 to employees within 30 days after they are 
terminated in 1974. The action was taken because the printing of 1974 W-2 
Forms has been delayed because of pending legislation which may affect 
the form. (See Rev. Proc. 74-15, IR Bulletin 1974-8, Feb. 25 , 1974.)
SEC, in Release 33-5452, has adopted amendments to Rule 144 and Forms 
7-Q, 10-Q and 10-K, effective March 15 , 1974. Adequate public information 
is deemed available if the issuer has been subject to Sec. 13 or 15(d) of the 
Exchange Act for at least 90 days and has filed all reports required by these 
sections during the 12 months preceding the sale of securities.
SEC proposes to amend Guide 28, “Extractive Reserves,” (Rel. No. 5454) by 
requiring additional disclosure by natural gas companies. Comments are due 
by March 29. In the same release, the Commission reiterated the need for 
prompt and accurate disclosure to investors of information on current and 
anticipated supplies of natural gas.
The House Ways and Means Committee’s pension reform legislation has 
been assigned bill number H.R. 12481. It includes the $7,500 maximum for 
self-employed plans, but an effort may be made to lower this amount on the 
floor of the House. The final vote is expected by the end of the month.
The Administration plans to end wage and price controls by May 1 in all 
industry lines except for health care and petroleum. The possibility that 
other industries could be added is seen as an inducement for businesses to 
cooperate with the Cost of Living Council during the next couple of months.
However, Congress is likely to extend the law beyond the April 30 
deadline—perhaps by enacting some form of standby controls—leaving it to 
the administration to decide whether to apply them.
Farmers Tax Guide (IRS Publication 225) is now available free from county 
farm agents and IRS district offices. The 64-page booklet reflects the latest 
changes in the tax law and answers tax questions of interest to farmers. 
Sample forms are also included.
Federal Power Commission has amended accounting rules for income tax 
deferrals (Order No. 5504) and has established procedures in accounting for 
long-term debt (Order No. 505).
—Rod Parnell, Editor
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The AICPA’s Board of Directors, at its Feb. 20-21 meeting, authorized the 
appointment of a commission to make a full-scale study of the functions of inde­
pendent auditors. The Institute’s chairman and president are taking steps to 
obtain a commission chairman from a list of possible candidates reviewed by 
the Board.
To be composed of a majority of non-CPAs, the commission is expected to 
develop recommendations on the future responsibilities of independent auditors 
in terms of increasing public expectations and feasibility of meeting them. In 
developing its conclusions, it will seek the views of as many interested and 
knowledgeable persons as possible, representative of both users and providers of 
financial information.
The following are among the specific questions to be considered:
□  What responsibility should an auditor have for detecting fraud?
□  Should auditors monitor all financial information released to the public and, 
if so, what should be the extent of their responsibilities?
□  Should the auditor’s standard report, particularly the phrase “presents 
fairly,” be changed to express better the responsibilities of auditors?
□  What mechanisms should be adopted to strengthen the functions of auditors?
□  Is the mechanism for developing auditing standards adequate?
□  What should the profession do to reduce the risks of misunderstanding about 
its role?
Appointments to the commission will be announced soon and it is expected 
that the commission’s final report will be submitted to the AICPA Board of 
Directors by August 31, 1975.
Also at the meeting, the Board approved, in principle, the recommendation 
for a survey of the common body of knowledge required for management ad­
visory services, but requested the MAS executive committee to revise the 
prospectus for consideration at the Board’s April meeting.
An exposure draft of the International Accounting Standards Committee’s first 
proposed statement, Disclosure of Accounting Policies, is being mailed to all 
firms and practitioners represented in the AICPA membership. Others may get 
free copies upon request to the AICPA’s International Practice Division. The 
draft, on which comments are due by July 6, calls for disclosure of all significant 
accounting policies used in the preparation of accounts and financial statements.
Materiality in Accounting is the eighth comparative study of attitudes and 
practices in Canada, the U.K. and the U.S. to be published by the Accountants 
International Study Group (see Dec. 27 Letter). Copies are now being sent to 
members of the Accounting Research Association. Price to others is $3.00, with 
usual AICPA member discounts.
The next survey by the Study Group will be “Extraordinary Items, Prior 
Period Adjustments and Accounting Changes.” A revised draft is nearing comple­
tion with publication expected this spring.
Currency Translation 
Hearing Set
Support Mounts for 
Professional 
Accountancy Schools
The Financial Accounting Standards Board has announced that a public 
hearing will be held at the Waldorf Astoria Hotel in New York City, begin­
ning June 10, on the accounting issues in foreign currency translation.
A discussion memorandum, which takes no positions, analyzes some 26 
issues to be considered by the Board. Copies are available free upon request 
to FASB, High Ridge Park, Stamford, Conn. 06905.
The memo states that existing pronouncements do not deal with trans­
actions of importing or exporting companies which are denominated in 
terms of foreign currency. It also points out that several different methods of 
translating financial statements of foreign entities are presently acceptable. 
Three basic questions are to be considered:
□  What is the objective of translation? Until the scope of foreign opera­
tions and the world monetary system changed, it was generally agreed that 
it was the expression of foreign currency amounts in U.S. dollars, as if the 
transactions had been executed in dollars.
□  Which of the assets and liabilities of foreign entities should be adjusted 
for changes in exchange rates?
□  What is the nature of an exchange adjustment? Is it a gain or loss, or 
an adjustment of other accounts?
Anyone wishing to testify at the hearing should notify the Board by 
April 26. Position papers, outlines or summaries are due by May 20. 
Previously scheduled hearings:
□  Accounting for Research and Development and Similar Costs — March 
15, Plaza Hotel, New York City.
□  Effect of General Price-Level Changes — April 23-24, New York Sheraton 
Hotel.
The status of other current FASB projects is as follows:
□  Accounting for Future Losses and Financial Reporting by Segments of 
a Business Enterprise — Discussion memorandums nearing completion. 
Public hearings to be announced shortly.
□  Accounting for Leases — Discussion memorandum in preparation.
□  Criteria for Determining Materiality — Research now underway.
□  Conceptual Framework for Financial Accounting and Reporting — 
Possible bases for a public hearing are under consideration.
Some 95 participants representing leading universities and the practicing 
profession enthusiastically endorsed the concept of professional schools of 
accountancy at a symposium held March 1 at the University of Texas.
Among the speakers was SEC Chief Accountant John C. Burton who 
said that such schools would give accountants social recognition and 
prestige, allow for easier recruiting, give accounting faculty more control 
over curriculum, and allow for more interdisciplinary training and research.
The symposium was one of the first major developments since the 
AICPA’s Board of Directors took a position on professional schools last 
summer. Its statement reads in part: “The Institute strongly endorses any 
action which provides such strong professional programs. As one way, and 
perhaps the preferable way, of achieving an increased emphasis on the pro­
fessional dimension of the discipline, the Institute endorses and encourages 
the establishment of professional schools of accounting at qualified and 
receptive colleges and universities.”
The first “free-standing” professional accounting school was established 
at C.W. Post College of Long Island University a few months ago. Several 
other universities, including the University of Texas, are seriously consider­
ing taking similar action.
Looseleaf Service on 
Standards Available
Accounting 
Committee Activities
An AICPA-produced looseleaf service on professional standards is being 
introduced this month with publication of the first of three volumes. The 
new service, which is being offered on a two-year subscription basis, is 
designed to provide an easy-to-use current reference work.
The contents are as follows:
□  Volume 1 — Auditing, Tax Practice and Management Advisory Services 
— Includes Statements on Auditing Standards, auditing interpretations 
issued by the AICPA staff, Statements and Standards on Management Ad­
visory Services, and Statements on Responsibilities in Tax Practice.
□  Volume 2 — Professional Ethics — Includes bylaws of the AICPA, Con­
cepts of Professional Ethics, Rules of Conduct, Interpretations of Rules of 
Conduct, and summaries of ethics rulings.
□  Volume 3 — Accounting — Includes accounting standards as represented 
by currently effective Accounting Research Bulletins, Opinions and State­
ments of the Accounting Principles Board, and accounting interpretations 
issued by the AICPA, all classified by subject. Statements on Financial Ac­
counting Standards issued by the Financial Accounting Standards Board 
will be filed chronologically by date of issuance.
The material in each volume will be updated as new information be­
comes available. A “Report Letter” will describe each pronouncement and 
give filing instructions.
Price for the two-year subscription, which expires May 31 , 1976, is $110 
for the complete service, or $50 for each volume, with usual member dis­
counts. Subscribers to the APB Accounting Principles service will be mailed 
free copies of Volume I later this month. A detailed description of the new 
service will be mailed to all AICPA members early this spring.
The following are among the recent actions taken by the AICPA’s account­
ing standards executive committee:
□  GAAP for Small Business — The chairman has appointed a task force, 
headed by Charles Werner of Alexander Grant & Co., to examine the ques­
tion as to whether the accounting principles which must be applied to 
publicly-held companies are equally applicable to closely-held corporations. 
Other members of the task force are Peter Arnstein, John F. Forbes & Co.; 
David Culp, David M. Culp & Co.; David Nelson, McGladrey, Hansen, Dunn 
& Co.; Edward Silverman, Lester Witte & Co.; Arthur Wyatt, Arthur 
Andersen & Co.
□  Research & Development Costs — A Statement of Position on the FASB’s 
discussion memorandum has been sent to the Board. In essence, the State­
ment holds that disclosures on research and development costs should be 
substantially improved. It also favors the expensing of R&D costs when they 
represent those of continuing research programs. Despite divergent views 
there was little support for capitalization criteria that would be less stringent 
than those proposed in Accounting Research Study No. 14.
□  Annual Report Disclosure — A Statement of Position will be sent to the 
SEC on its proposals for additional disclosure in annual reports to share­
holders. The Statement will emphasize the need for separation of disclosures 
included in the financial statements and those made in other parts of the 
annual report. Comments are due at the SEC by March 15 (see Jan. 28 Letter).
□  Disclosure of Accounting Policies — A comment letter has been sent to 
the SEC on its proposal to amend Regulation S-X on accounting policy dis­
closure, Release 33-5427 (see Oct. 15 Letter). The letter concludes that 
“meaningful disclosure to users of financial statements cannot be accom­
plished by rules that compare differences in income resulting from differ­
ences in the application of accounting principles.”
Pension Bill 
Clears House
Washington Briefs
The House-passed pension bill left intact the provision for a maximum 
annual deduction of $7,500 for the self-employed, despite last minute efforts 
to lower the amount. One congressman referred to this feature as “ an added 
tax deduction for the $50,000 a year doctors, dentists and accountants.” A 
proposal to provide a cost of living adjustment for the self-employed, 
similar to that for corporate pension plans, was narrowly defeated.
The next step is the House-Senate Conference to resolve differences in 
vesting requirements and financial disclosure provisions. The self-employed 
should not be affected because the Senate bill has a similar provision, sup­
ported by the Treasury Department.
The Internal Revenue Service has set a hearing for March 26 on its proposed 
amendments to Sec. 861 dealing with allocation and apportionment of 
deductions. The AICPA’s Federal Taxation Division had previously sub­
mitted comments taking issue with certain provisions (see Feb. Journal of 
Accountancy) and is planning to testify at the hearing along similar lines.
Cost of Living Council has issued a formal “ statement of clarification” on 
profit margin violations (see Jan. 14 Letter). The text appeared on p. 6772 
of the Feb. 22 Federal Register.
Interstate Commerce Commission has issued a new uniform system of ac­
counts for motor carriers of property (Feb. 26 Federal Register), effective 
Jan. 1 ,  1974. Major revisions in cost accounting are included in the final 
system.
Comments are due by April 30 on proposed FDIC regulations affecting the 
public issuance of bank securities. The financial statements would have to 
be prepared in accordance with generally accepted accounting principles.
In a recent speech reviewing accounting developments at the SEC and in the 
private sector, Chief Accountant John C. Burton indicated that releases 
would be forthcoming on independence, especially concerning situations 
involving client-auditor litigation. He also suggested that it may become 
necessary for shareholders to elect auditors for periods longer than one year, 
possibly three years.
—Rod Parnell, Editor
The CPA Letter
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The Financial Accounting Standards Board will hold a public hearing on 
accounting for future losses in New York on May 13.
The purpose of the hearing is to get views on the circumstances, if any, under 
which losses should be charged to results of operations prior to their occurrence.
The discussion memorandum, which will serve as the basis for the hearings, 
deals with all types of future losses. However, to assist the Board in developing 
criteria for accounting for such losses, several types are considered at length in 
the document. These include self-insured losses, those resulting from expropri­
ation by foreign governments and catastrophe losses of property and casualty 
insurance companies. Some companies are presently making accruals for these 
types of losses before they occur, while others expense them when incurred.
A major point made in the discussion memorandum is the necessity to 
establish criteria for accrual of future losses. Four possible criteria are set 
forth. They are as follows:
□  There is an existing condition or set of circumstances that may result in 
a loss.
□  The occurrence of a loss is sufficiently predictable.
□  The loss is properly chargeable to current revenues, or is reasonably related 
to the operations of the current period or a prior one.
□  The amount of the loss can be reasonably approximated.
Those wishing to testify at the hearing, to be held at the Americana Hotel, 
should notify the Board by April 19 and should submit their written presentations 
by April 26. Copies of the discussion memorandum are available upon request 
from FASB headquarters, High Ridge Park, Stamford, Conn. 06905.
About 250 people turned out for the Financial Accounting Standards Board’s 
first public hearing at New York’s Plaza Hotel on March 15. The subject was the 
treatment of research, development and similar costs. Fourteen oral presentations 
were given which ran the gamut from pleas for capitalization of all R & D costs 
to those who favored expensing all such items.
The “expense” advocates were in the great majority, some with variations 
calling for selective capitalization and two major accounting firms suggesting 
that, while all costs should be initially expensed, those which later prove to be 
associated with successful projects should then be capitalized.
The consensus appeared to be that the FASB should develop broad 
guidelines for determining those activities which should be classified as R & D 
rather than to prescribe them for all companies or by industry.
The Board’s next step will be to review the transcript of the hearing, 
together with 57 written submissions, with the aim of developing a tentative 
position for public exposure.
The next hearing of the Board is scheduled for April 23-24 at the New York 
Sheraton Hotel to receive testimony on reporting the effect of general price-level 
changes.
Metric Conversion 
Update
Standards for 
Auditors’ Reports
Impact of EDP on 
Internal Control
Since 1971 more than a dozen bills dealing with metric conversion have 
been introduced in Congress. Most of them never saw the light of day.
One bill did pass the Senate in 1972, but never reached the House floor. 
There have been several recent developments indicating a continuing 
interest which may lead to some definite actions in the near future.
□  The House is about to debate a bill [HR 11035) which would establish 
a metric system of weights and measures as the predominant system of 
measurement in the U.S. It would call for a 10-year voluntary program of 
conversion to the metric system.
□  The National Bureau of Standards is making available a computer 
program package to assist manufacturing companies in converting metric 
units to the customary U.S. equivalents. It consists of the program, test 
problems and documentation. Total cost of the package is about $500.
□  Health Education and Welfare has produced a booklet, Good News 
About Metric, designed to explain the use of the metric system. Price is 
80¢ from the Consumer Information Office, HEW, Pueblo, Colo. 81009.
□  “The Influence of a Metric World” is the subject of a forum to be 
sponsored by the National Bureau of Standards on April 9-10 in 
Gaithersburg, Md. Its purpose is to provide an opportunity for government 
agencies, industry and research laboratories to exchange information on the 
impact of metrication. Further information is available from the American 
Defense Preparedness Assn., 740 15th St. N.W., Washington, D.C. 20005.
While the subject of metrication is still controversial in some areas of 
industry, a study published last fall by the American Management 
Association indicated a favorable climate. The following were among the 
principal conclusions of the study:
□  More than three-quarters of the respondents favored a national 
conversion program.
□  About 80 percent said that a ten-year transition period would be ample.
□  More than 75 percent thought it was important that their organizations 
conform to international engineering standards.
Pending some minor revisions and a mail ballot to be held within the next 
few weeks, the auditing standards executive committee has given tentative 
approval to re-expose a revised proposed Statement on Auditing Standards, 
Reports on Audited Financial Statements (see Sept. 28 ’73 Letter).
The draft reaffirms some current practices including the use of the 
“subject to” clause, but would make some changes among which are:
□  Prohibits piecemeal opinions.
□  Provides for a mandatory middle paragraph to describe the nature of 
all qualifications.
□  Sets guidelines on the form of the auditor’s report in cases where 
massive, pervasive or complex uncertainties exist.
Members of the auditing standards executive committee are now reviewing 
a draft of a proposed Statement on Auditing Standards which discusses 
generally the effect of computer systems on the auditor’s study and 
evaluation of a client’s internal control system.
The draft deals with the need to be aware of the EDP impact and 
emphasizes the need for some special knowledge of computer systems. It 
provides a basis for future audit guides which are expected to deed with 
more specific aspects of EDP.
Unaudited Statement 
Guide Nears 
Exposure
CASB Proposes 
Standard on 
Personal Absences
CLC’s Hospital 
Regulations
A draft guide which suggests procedures for a CPA to consider when 
engaged to prepare or to assist in the preparation of unaudited financial 
statements is about to be sent to all practice units represented in the AICPA 
membership for comment. Single copies for members will be available upon 
request.
Prepared by a task force of the Auditing Standards Division, the guide 
discusses and clarifies the provisions of Sec. 516 of Statement on Auditing 
Standards No. 1, which in turn had incorporated Statement on Auditing 
Procedure No. 38, Unaudited Financial Statements, as they apply to these 
circumstances.
Central to the guide is the concept of professional skill and care as it 
relates to the CPA’s responsibilities when preparing unaudited financial 
statements. A checklist of procedures, consisting primarily of inquiries, is 
provided. Other areas dealt with in the draft guide include a description of 
unaudited statements, purpose and content of engagement letters, and 
types of disclaimer of opinion on unaudited statements.
Because of the significance of this subject to a substantial number of 
practitioners, the task force will consider in its final deliberations all 
comments received by Sept. 1.
The Cost Accounting Standards Board has issued for public comment a 
proposed standard on accounting for costs of compensated personal 
absences. Covered are such areas as vacations, sick leave and holidays. 
Comments are due by May 6.
Essentially, costs of such absences would be assigned to the cost 
accounting period in which the services were performed when the following 
conditions exist:
□  There is an established plan or custom.
□  The employee qualification period is one year or less.
□  Benefits earned in completed qualification periods must be paid to the 
employee upon termination for reasons other than disciplinary action.
□  It is reasonable to assume that at least 80 percent of the benefits earned 
will be used ultimately by the employee.
The AICPA’s CASB committee commented on a previous draft (see 
Dec. 17 Letter) and certain of its recommendations have been included in 
the proposed standard. The committee plans to submit comments on the 
revised proposals.
The Cost of Living Council recently mailed to hospital administrators a 
booklet entitled “Immediate Management Considerations and Decisions 
Required Under Phase IV Regulations.” It should be of interest to CPAs 
who have hospital clients. Among the matters briefly discussed are the 
Phase III and IV option and the differences between the respective 
regulations as they apply to a number of specific situations. Copies of the 
booklet are available from the CLC, 2000 “M” St. N.W., Washington, D.C.
Proposed final price forms and schedules appeared in the March 13 
Federal Register and comments will be accepted until April 1. The final 
forms must be approved by the Office of Management and Budget. The 
proposed CLC Form 61, Annual Report for Acute Care Hospitals, contains a 
requirement to designate the accounting system selected by the reporting 
unit. One of the choices is the one included in the AICPA hospital 
audit guide.
Washington Briefs The Federal Housing Administration has indicated that it will not require
inclusion of Form No. 2001K in annual reports of mortgagees for the year 
ended Dec. 31 , 1973. The form requires the independent auditor to express 
an opinion on the maintenance of escrow balances. Submission of the form 
is strongly encouraged by the FHA, however, with any qualifications the 
auditor finds necessary.
The Interstate Commerce Commission has proposed revisions to the 
uniform system of accounts to provide for the comprehensive interperiod 
allocation method of accounting for income taxes for all modes of 
transportation under its jurisdiction. Comment period expires April 5.
The SEC has announced (Rel. 33 5466) that conviction of a corporation 
and/or its officers or directors for having made illegal campaign 
contributions should be considered a material fact that should be disclosed 
to the public and to shareholders, particularly in the context of a proxy 
statement where shareholders are being asked to vote for management.
Comments will be accepted by the SEC until April 15 on its proposed 
Guide 60, “Preparation of Registration Statements Relating to Interests in 
Real Estate Limited Partnerships.” The text appears in Rel. 33 5465 which 
directs particular attention to the proposals on conflicts of interest.
House Ways and Means Committee held hearings on March 19-20 on tax 
treatment of recycling of solid waste materials. Under HR 4627, which is 
under consideration as an addition to the overall energy tax bill, a deduction 
of specified percentages of amounts paid for purchase of recycled solid 
waste materials for manufacture would be allowed. Also, costs of any 
solid waste recycling facilities could be deducted over a 60-month period.
The IRS report, “Statistics of Income—1971, Individual Tax Returns,” is 
now available from the U.S. Govt. Printing Office at a price of $6.40. In 
addition to statistical data on the 75 million returns, the 377 page report 
explains the tax law changes which affected the returns for the first time 
in 1971.
—Rod Parnell, Editor
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AICPA Supports
Price-Level
Reporting
Computer
Conference
MAS Survey 
Authorized
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In a Statement of Position submitted to the Financial Accounting Standards Board 
in response to its discussion memorandum, the AICPA’s Accounting Standards 
Division has recommended that the effects of general price-level changes be 
required supplemental information to historical-dollar financial statements.
The Division supports the implementation procedures contained in APB 
Statement No. 3, including the use of the Gross National Product Implicit Price 
Deflator. Other points made in the position statement include the following:
□  At least initially, only business entities that file statements prepared in accord­
ance with generally accepted accounting principles with the SEC or other 
regulatory agencies should be required to report this information. Other com­
panies should not be required to do so until results have been evaluated.
□  Restated financial information should be presented for fiscal years ending on 
or after December 31, 1975.
□  All price-level adjusted amounts, including those for prior periods, should be 
reported in terms of the current dollar at the most recent balance sheet date.
□  Partial restatements should not be permitted and a condensed set of general 
price-level financial statements should be the minimum presentation.
Copies of the Statement are available from the Accounting Standards Division. 
The FASB public hearing, will be held on April 23-24 at the New York 
Sheraton Hotel.
About 300 persons are expected to attend the AICPA’s tenth annual computer 
conference which will be held in Chicago on May 6-8.
In addition to general meetings and roundtable discussions, the 2½ day meet­
ing will feature parallel sessions structured along the lines of these four major 
areas — auditing, management advisory services, practice management and taxa­
tion. Dale Reistad, president of Payment Systems, Inc., and AICPA Chairman 
Samuel Derieux will be the luncheon speakers.
Registration, which closes on April 22, is priced at $110, with additional 
registrants from the same firm at $95. For information, contact Noel Zakin at 
the AICPA.
The AICPA’s Board of Directors has authorized a survey of the management 
advisory services performed by CPAs other than those who are associated with 
large national and regional firms.
To be conducted by The Roper Organization for the MAS Division, the study 
is designed to provide reliable information which will help the Institute deter­
mine the type of assistance and services in the MAS field that can be provided for 
medium-size and smaller firms.
Questionnaires will be mailed to a substantial sample of practice units, whose 
identities will be kept confidential, in late spring and the results are expected in 
the fall.
Two Drafts on MAS 
Standards Ready 
for Comment
Accounting Services 
Show Scheduled
New Type of P D 
Course to be Offered
Accountant Supply 
and Demand Study 
Available
The AICPA’s management advisory services executive committee has ap­
proved for exposure proposed practice standards and standards for systems 
for preparation of financial forecasts.
The practice standards draft proposes eight general standards which 
cover such areas as personal characteristics, competence, supervision, due 
care and client benefit.
The financial forecast draft is designed to provide guidance to the pre­
parers and the developers of forecasting systems. It does not deal with 
reporting, disclosure or attestation. It includes a discussion of the scope and 
nature of forecasting and sets forth ten proposed standards for a forecasting 
system.
Copies may be obtained from the Institute’s MAS Division.
Governor Malcolm Wilson of New York will be the keynote speaker at the 
1974 Accounting Systems, Services and Equipment Show to be held May 
12-15 in the New York Hilton Hotel.
The show, which is sponsored by the New York State Society of CPAs, 
in cooperation with neighboring state societies, and the Foundation for 
Accounting Education is expected to draw attendance from throughout the 
eastern U.S. It will feature numerous exhibits and seminars. Among the 
topics to be covered:
□  A case study of forecasting future operations.
□  Latest developments in SEC accounting.
□  CPA career recruiting.
□  Estate planning for the CPA.
□  Executive financial counseling by the CPA.
□  Re-evaluation of professional corporations.
□  Interim financial statements.
Admission is free, but by ticket only. Write Richard C. Fahringer, Foun­
dation for Accounting Education, 600 Third Ave., New York, N.Y. 10016 
for tickets and further information.
In a departure from traditional professional development programs, the 
AICPA’s Continuing Professional Education Division, will cosponsor with 
the Wharton School of Finance a two-week course on management develop­
ment for partners of accounting firms on August 18-30.
The program is designed to develop a better understanding of client 
problems and to provide a basis for improving services to clients by exposing 
the participants to recent developments in the fields of business related 
to accounting.
Some of the areas to be covered include the following:
□  The human element in management.
□  Planning, investment and finance.
□  Consumer behavior and marketing decision-making.
□  Organizational behavior and policy.
□  Unresolved professional issues.
□  Legal and economic environmental problems.
For further information, contact Bob Schlosser, the Institute’s CPE 
director.
The AICPA’s 1974 study on the supply of accounting graduates and the 
demand for public accounting recruits is now available free, upon request to 
the Institute’s Division on Relations with Educators.
This fourth annual study is both historical and predictive. The supply 
figures represent virtually the entire market while the demand figures
FTC Approves 
LOB Form
Meeting Set on 
Bank Foreign 
Transaction Taxes
AICPA Firm 
Directory Published
are estimated to account for about 90 percent of the job opportunities in 
public accounting for accounting graduates. Among the conclusions that can 
be derived from the study are the following:
□  The 1974 predictions on the supply of accounting-trained graduates over 
the next few years are higher for both bachelor’s and master’s degrees 
than predicted last year.
□  The estimated increase in demand by public accounting firms is about 
the same as predicted in 1973 for bachelor degree holders for the next 
three years, but the increase in openings for those with master’s degrees 
is somewhat less than predicted in 1973.
□  The ratio of demand by accounting firms to the total supply of graduates 
will increase from the present 39 percent to 42 percent in 1977-78. This
is somewhat less than predicted in 1973. However, this difference is due 
more to the increased estimates of graduates than a significant shift in 
proposed hiring patterns.
The following table gives the relationship between supply and demand 
for selected years:
Accounting Supply and Demand Relationship
Bachelor’s Degrees Master’s Degrees Total Total
Year Supply Demand Supply Demand Supply Demand
1967-68 15,700 6,600 1,500 1,500 17,200 8,100
1973-74 29,100 9,700 3,300 2,800 32,400 12,500
1974-75 30,900 10,500 3,900 3,000 34,800 13,500
1977-78 35,400 13,100 5,200 4,100 40,600 17,200
The Federal Trade Commission has approved a line of business reporting 
form and has forwarded it to the Comptroller General for review. If no 
advice is received from him within 45 days, the FTC may then put its pro­
posal into immediate effect.
Under the program, the nation’s 500 largest manufacturing companies 
will be required to submit financial data for individual industry categories. 
The Commission did adopt a two-stage implementation procedure under 
which only a limited amount of data must be furnished for the 1973 report­
ing year, which ends June 30 , 1974. The full reporting requirements would be 
effective for the next fiscal year.
The International Tax Institute has scheduled a meeting on taxation of 
foreign transactions of banks and other financial institutions for April 24-26 
in New York. For further information, contact ITI at 70 Pine St., New York, 
N.Y. 10005.
Copies of the AICPA’s 1973 Directory of Accounting Firms and Practitioners 
are being mailed this week to the members of the American Bankers 
Association and Robert Morris Associates as well as to the practice units 
in the Institute membership.
For the first time, listing in this biennial geographical directory is re­
stricted to firms in which all partners are AICPA members. Offices of 
individual practitioner members are included, as in the past. Free single 
copies are available to members upon request to the Institute’s order 
department.
Washington Briefs The Interstate Commerce Commission has extended to April 26 the comment
period on its proposed revisions to the uniform system of accounts to 
provide for the interperiod allocation method of accounting for income 
taxes by all modes of transportation.
The Senate Appropriations Subcommittee on Treasury Operations is holding 
hearings April 9-11 on IRS practices. It is focusing on taxpayer assistance, 
audit and appeals procedures, and the collection process.
House Ways and Means Chairman Mills has stated that he does not favor a 
general tax cut, but has indicated that his committee would start consider­
ing, within the next few weeks, tax revision in such areas as capital gains, 
estate and gift taxes, and a minimum tax on preferential income.
Despite the opposition expressed at its March 26 hearings, the IRS has 
given no indication of withdrawing its controversial proposals to amend 
Sec. 861 of the Internal Revenue Code. They would revise the allocation and 
apportionment of deductions between domestic operations and foreign 
source income. The AICPA’s Federal Taxation Division, among others, had 
taken issue with certain provisions (see March 11 Letter).
Taxpayers may have to refigure the odds on having their 1973 returns 
audited. The IRS has announced that it will have 2,500 more agents in 1974, 
and will add another 2,500 in 1975.
The Comptroller General has appointed Henry Ford II to head an advisory 
board to assist and counsel him on the Presidential Election Campaign Fund, 
created by the 1971 Act which permits taxpayers to check off one dollar 
on their annual income tax payments.
A new pamphlet, “The Collection Process,” is now available from IRS 
offices. It explains IRS procedures and outlines the rights of taxpayers.
The third edition of one of the Small Business Administration’s most popu­
lar management assistance booklets, “Starting and Managing a Small 
Business of Your Own,” can be obtained from the Government Printing 
Office for $1.05 per copy. Specify publication S/N 4500-00123. It covers the 
selection of a business location, pricing, laws and regulations, and the 
advantages and disadvantages of business ownership.
—Rod Parnell, Editor
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SEC Rule 2(e) 
Proceedings May 
Become Public
Levels of Assurance 
by CPAs to be 
Studied 
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A Semi-Monthly News Report for Members of the AICPA
The SEC plans to make public its disciplinary proceedings involving professionals 
practicing before the Commission. This proposal, an amendment to Rule 2(e), 
is being made because the SEC believes the public “should have available the 
evidence supporting and refuting the charges made.” It also contends that 
public proceedings “will promote public awareness of the standards of ethical 
and professional conduct.” Under the present rule, these proceedings are 
confidential. The release, No. 33-5477, notes that charges are brought only after 
careful investigation by the staff and review by the Commission.
Penalties under 2(e) proceedings may range from admonishment to 
permanent “disbarment” from practice before the Commission for the following:
□  Lack of qualifications to represent others.
□  Lack of character or integrity.
D Unethical or improper professional conduct.
□  Willful violation of the federal securities laws, including aiding and abetting 
such violations.
The full text of the proposed rule follows: “All proceedings pursuant to 
paragraph (e) of Rule 2, including any hearings held therein, shall be public unless 
the Commission on its own motion or at the request of a party otherwise directs.” 
Comments are due by May 20 and should refer to File No. S7-520.
The AICPA has appointed a special committee, headed by Ray J. Groves 
of Ernst & Ernst, to prepare comments on behalf of the Institute.
(See May Journal of Accountancy News Report for a more detailed account 
and comments by SEC Chief Accountant John C. Burton.)
Several AICPA task forces are examining the possibilities of a CPA providing 
some form of assurance on financial data without performing an examination in 
conformity with generally accepted auditing standards.
The task forces will attempt to define standards for such work and to 
develop a framework wherein assurance can be given short of an audit in 
accordance with GAAS. The central questions are how much work must 
be done and how the CPA can express his conclusions.
Three areas will be considered at the meeting of the auditing standards 
executive committee on April 23-24:
□  Interim financial statements, especially in terms of the scope of an examination 
before the independent accountant can be associated with such statements.
□  Financial forecasts, with the main problem being the manner in which 
the CPA can state his conclusions.
□  Financial representations in annual reports other than the financial statements. 
The issue here is in identifying the information that should be reviewed
by the auditor.
It is unlikely that drafts on any of these items will be available for comment 
for several months.
SEC Adopts 
Treasury Stock 
Policy
CASB Issues 
Standard on Direct 
Material and Labor
Audits of Service 
Center-Produced 
Records
In a Statement of Policy and Interpretations (Accounting Series Release 
146-A issued on April 11), the SEC has reaffirmed its position on the effect of 
treasury stock transactions on accounting for business combinations 
taken in ASR 146 (see Oct. 15 Letter). It has, however, removed the retro­
active feature. A portion of the text follows:
“The Commission has concluded that the statement of policy set forth in 
ASR 146 represents a proper interpretation of Accounting Principles 
Board Opinion No. 16 which deals with accounting for business combi­
nations. It concluded, therefore, that it will apply this policy to all 
business combinations and treasury stock acquisitions which occur sub­
sequent to the date of this release. The policy will not apply in the 
case of subsequent business combinations which are consummated by 
companies which have acquired treasury shares prior to the date of 
this release so long as such shares are not ‘tainted’ under the criteria 
deemed acceptable by public accountants prior to the issuance of 
ASR 146 and so long as treasury shares tainted under ASR 146 have not 
been acquired subsequent to the date of this release.”
The release also includes interpretations on purpose of acquisition of 
shares, reasonable expectation of reissuance, acquisitions subsequent to 
consummation and materiality.
The Cost Accounting Standards Board has issued criteria under which 
standard costs may be used for estimating, accumulating and reporting costs 
of direct material and direct labor.
Under the new Standard, standard costs may be used in these areas 
only when all of the following are met:
□  Standard costs are entered into the books of account;
□  Standard costs and related variances are appropriately accounted for at 
the level of the production unit; and
□  Practices with respect to the setting and revising of standards, use of 
standard costs and disposition of variances are stated in writing and are 
consistently followed.
While not officially announced, the new Standard is expected to 
become effective Oct. 1, 1974.
The Board is currently researching the use of standard costs for service 
centers and for overhead.
The AICPA’s latest industry audit guide, Auditing Service Center-Produced 
Records, will be available by the end of the month. It provides guidelines 
for determining the effect that service center processing may have on 
the scope of an audit. Some of the basic areas covered:
□  Nature of service centers — organization, operations and type of 
services provided.
□  Evaluation of controls at service centers — circumstances where reviews 
should be considered, types of controls and the approach to review.
□  Accumulation of evidential matter — the use of traditional auditing 
methods and computer audit programs.
□  Third party review of service centers — use and scope of such reviews 
and responsibilities of the “user” auditor and “ third party” auditor.
An appendix contains illustrative case studies, typical control questions, 
considerations in selecting a service center and terms of agreement.
List price is $4, with usual member discounts.
CAB Amends System 
of Accounts
Fed Head Suggests 
Selected Tax Cuts
Rev. Code Sec. 861 
Back to Drawing 
Board
Comparison of U.K.- 
U.S. Audit 
Requirements
The Civil Aeronautics Board has revised the accounting and reporting 
requirements for operating revenues by certified air carriers. The following 
are among the principal revisions:
□  Provides for reporting of all gross operating revenues and expenses.
□  Establishes a new functional expense classification.
□  Requires more detailed disclosure of some items previously included in 
the incidental revenues subclassification.
D A statement of accounting methods used in assigning or prorating 
expenses between transport-related services and transport operations 
shall be filed with the Board.
These amendments to Part 241 of the Economic Regulations were 
effective March 31, 1974.
The CAB will also accept comments until May 13 on proposed amend­
ments to the uniform system of accounts on lease disclosure. They would 
require air carriers to disclose financing leases of certain personal property 
and equipment on the face of their Form 41 Balance Sheet filed with 
the Board.
In recent testimony before the House International Finance Subcommittee, 
Chairman Arthur W. Burns of the Federal Reserve Board recommended 
selective tax cuts for certain businesses.
While stating the Board’s determination to permit “ only moderate 
growth of money and credit,” he suggested that expanded public employ­
ment programs, or increased unemployment benefits, could cushion 
the economic adjustments now underway. “A selective tax policy of 
accelerated amortization,” Chairman Burns also said, “could stimulate 
investment in the energy and other basic materials industries, thereby 
relieving the more critical shortages of capacity that have recently proved 
so troublesome.” He opposed, however, “broadly stimulative fiscal measures, 
such as a general tax cut or a new public works program.”
Assistant Secretary of the Treasury Frederic W. Hickman has indicated that 
the controversial proposals to amend Sec. 861 of the Revenue Code are 
being worked on and will probably be reproposed.
The proposed amendments deal with allocation and apportionment of 
deductions to gross income in order to determine taxable income from 
domestic and foreign sources. At the public hearing on March 26, several 
speakers took issue with the proposed allocations for research and 
development costs, claiming that the result would be to shift R&D operations 
abroad.
The IRS originally proposed changing the allocation and apportionment 
rules in August 1966.
The AICPA’s international practice requirements committee has agreed to 
undertake a comparative study of the statutory audit requirements of 
the United Kingdom and the U.S. Its purpose is to identify the important 
provisions of the law in each country, to illustrate the main differences 
and to indicate the laws (and other rules and regulations) which should be 
consulted.
The study, which should be available late this year, will present the 
material in a side-by-side format for easy reference.
Reader reaction to the possible development of an audit software package 
for small business computer systems has been sufficiently favorable 
that the AICPA’s task force has decided to pursue the matter further 
(see Feb. 25 Letter). The task force will now develop price estimates 
for such a program and will submit them for comment to those firms which 
have indicated an interest in this type of package. Additional interested 
firms should contact Bob Stone at the Institute.
Washington Briefs Proposed amendments to the Estate Tax Regulations issued by the Treasury
Department call for use of the “bid” price for the valuation of shares of 
an open-end investment company, rather than the “asked price.” The 
revised evaluation rules generally would apply to estates of decedents 
dying after Aug. 16 , 1974 and to gifts made after Dec. 31 , 1974. Comment due 
date is May 10. A Rev. Proc. to be published in the May 13 Revenue 
Bulletin will permit taxpayers the option of letting prior years’ valuations 
stand, or conforming to the new proposal.
In an updated draft of Bill No. S.2782 creating a National Energy Information 
Administration, the new agency, under the supervision of the GAO, would 
be empowered to collect, analyze and disseminate information on the 
operations and financial and management relationships in the oil industry. 
Line of business reporting would be required. The Senate Interior Com­
mittee is considering action on this legislation.
The SEC’s advisory committee on a compliance program for broker/dealers 
will meet on May 20-22 to consider comments on the draft guide. The guide 
sets forth brokerage firms’ responsibilities under rules set by the various 
regulatory bodies (see Feb. 25 Letter). Comment date has been extended 
to May 1.
The Small Business Administration’s new booklet, “Business Plan for 
Small Service Firms” (Marketers Aid No. 153), is available without charge 
from SBA field offices. In addition to guidance on developing a business 
plan, it refers to other publications designed to assist businessmen.
The House-Senate conferees are expected to meet shortly on the pension 
reform legislation, which, according to Sen. Williams (D., N.J.), is expected 
to be signed into law before July 4.
—Rod Parnell, Editor
Response Favorable 
to Audit Software 
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Council Meeting 
Highlights
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The annual spring meeting of the AICPA’s Council was held in Boca Raton, 
Florida, from April 29 to May 1. Members engaged in spirited discussions of the 
preliminary report by the scope and structure committee, heard status reports 
on the Institute’s review programs and participated in a wide-ranging question 
and answer session on technical and professional matters.
The first two sessions are summarized below. A more detailed account of the 
meeting will appear in the members’ section of the June Journal of Accountancy.
Scope and Structure — Members of the committee moderated small dis­
cussion groups on the tentative conclusions of its draft report (see members’ 
section of May Journal for basic questions). Council was not asked to take action, 
but the comments will be considered at the May 28-29 committee meeting before 
a final report is submitted to the Board of Directors.
The following are the general reactions, as summarized by the committee 
chairman:
□  There was general agreement that the profession’s scope should be an 
expanding one, but some questions were raised as to whether the committee 
should establish more definitive limits.
□  The recommendation for an associate class of membership was highly con­
troversial and there appeared to be some misconceptions about the proposal. 
Also, there were varying views on the proposed tax and management advisory 
services qualifying requirements to enable persons without CPA certificates 
to become full Institute members.
□  A plan for formal accreditation of specialists should be developed for further 
consideration.
□  Some of the committee’s far-reaching suggestions for changing the structure 
of the profession may require a lengthy period of examination and evaluation 
before they can be presented as a blueprint for action.
The Question of Quality — The multi-faceted session dealt with two existing 
review programs and one which had just been approved by the Board of 
Directors. They are as follows:
□  The 12-year-old practice review program is alive and well, but the AICPA 
committee is seeking ways to encourage more state societies to undertake the 
actual reviews of accountants’ reports. The Institute plans to assist the 
societies in identifying reports which may be deficient.
□  The local firm quality review project, instituted three years ago, is a voluntary 
process whereby firms request an overall in-house review of their work 
papers and reports. So far this year, over 40 firms have requested such re­
views and close to 150 are expected to participate before the end of 1974. A 
pilot program will be launched this summer to extend reviews to firms’ 
administrative practices, again on a voluntary basis.
□  A voluntary program for review of quality control procedures for multi-office 
firms has been approved and an implementation plan drafted.
Copies of the three plans are available from the Institute.
FASB Hearing Held 
on Price-Level 
Reporting
Task Force to 
Tackle Business 
Combinations
AICPA Issues 
Statement on 
Future Losses
Virtually all of the 23 commentators who testified at the Financial Account­
ing Standards Board’s hearing on reporting the effects of general price-level 
changes on April 23-24 agreed that historical cost financial statements are 
imperfect, but there was considerable disagreement over what to do about 
the situation. At issue is whether the effects of price-level changes should 
be reported as required supplemental information to the conventional 
financial statements.
In addition to the oral testimony, 127 position papers were received 
by FASB. The great majority of industry respondents were opposed to 
mandatory reporting of this information and the academics strongly favored 
it. The majority of the accounting firms submitting comments supported 
the concept of required supplemental reporting, but a substantial minority 
would leave it on a voluntary basis.
Among the arguments put forth by opponents were the following:
□  There has not been a demonstrated demand for this information.
□  Users may be more confused than enlightened.
□  The cost of supplying general price-level-adjusted figures may outweigh 
benefits.
The AICPA position submitted to the Board (see April 8 Letter) gen­
erally favored the mandatory application of the recommendations contained 
in APB Statement No. 3, which formed the basis for the hearings.
A FASB hearing on foreign currency translation will be held June 10 
at the Waldorf Astoria Hotel in New York.
The Financial Accounting Standards Board has appointed a task force to 
assist the Board in dealing with the issues involved in accounting for 
business combinations and intangible assets.
Headed by FASB member Walter Schuetze, the 14-member group will 
approach the subject in two stages leading to the probable development 
of separate pronouncements.
The first step will be to reconsider the criteria for determining whether 
the pooling of interests method or the purchase method is appropriate for 
a particular business combination. According to the Board, it is clearly 
evident that problems are being encountered in applying the existing criteria 
for pooling of interests “that need to be considered on an immediate basis.” 
This subject headed the list of topics recommended by those who replied 
to FASB’s request for suggestions last year.
The next stage will be an in-depth reexamination of the fundamental 
issues related to accounting for business combinations and purchased 
intangible assets. Although the second project will proceed on a continuing 
basis, it will be some time before tangible results can be expected.
The AICPA’s Accounting Standards Division has issued a Statement of 
Position on Accounting for Future Losses in response to FASB’s discussion 
memorandum for its May 13 public hearing. Basically, the Statement holds 
that accruable future losses are generally rare and unusual. They evolve 
only from existing contractual relationships, from laws or governmental 
regulations or from current or past revenue.
It suggests that all the following criteria be met before a loss should be 
accrued in advance of its occurrence:
□  There is an existing condition, event or set of circumstances that can be 
reasonably expected to result in a loss and the occurrence of this loss 
is sufficiently predictable.
Proposed SAS on 
Auditors’ Reports 
to be Reexposed
Continuing Education 
Continues to Grow
□  The loss is demonstrably related to the operations of the current period 
or a prior period.
□  The loss can be measured with reasonable approximation.
Among the types of future events which, according to the Statement, 
cannot meet these criteria are self-insured losses, catastrophe losses of 
property and casualty companies, losses from strikes and the general risk of 
litigation.
Future losses which may be accruable under certain conditions include 
pending or threatened litigation and requirements or adverse rulings from 
such agencies as the Cost of Living Council and the Environmental Pro­
tection Agency. Also, expropriations by foreign governments may qualify for 
such treatment if expropriation is deemed to be imminent.
Losses from uncollectible receivables, product warranties and probable 
tax assessments should not be considered “future losses” but rather “in­
curred costs or expenses” relating to operations of the current or prior period.
Copies of the Statement are available from the AICPA’s Accounting 
Standards Division.
The AICPA’s auditing standards executive committee has authorized dis­
tribution for comment a proposed Statement on Auditing Standards which 
deals with degrees of qualification of CPAs’ opinions. Entitled Reports on 
Audited Financial Statements, the draft was originally exposed as Auditors’ 
Reports. If the revised draft is adopted, the following changes in practice 
will result:
□  A “subject to” opinion will be the accepted means of expressing an 
auditor’s reservations about uncertainties which may affect financial 
statements. In such cases the affected items must be stated in conformity 
with generally accepted accounting principles, except for the contin­
gent outcome. However, a disclaimer will not be precluded.
□  A separate explanatory paragraph will be required if the auditor’s 
opinion is qualified, adverse or disclaimed. Modifications due only to 
changes in accounting principles are excepted.
□  Piecemeal opinions will no longer be acceptable.
□  When prior year financial statements accompany those of the current 
year, the auditor will be expected to report on both if he examined the 
earlier statements.
Comments on the draft are due by July 15. Copies may be obtained from 
John Mullarkey of the Institute’s Auditing Standards Division.
With the recent mailing of the 1974-1975 catalog, the AICPA’s continuing 
professional education program enters its sixteenth year. The schedule lists 
1,591 seminars, 402 regional programs and 116 courses developed by state 
CPA societies.
The program was launched in 1959 with a single seminar, on account­
ants’ fees, and by the end of the year had attracted 2,193 participants to it 
and the four other seminars developed in the interim. This year an enroll­
ment of 56,000 is expected for a wide range of presentations covering 
accounting and auditing, taxation, management advisory services, practice 
administration and numerous self-study materials.
There are now 13 states with continuing education requirements and 
five others with specified voluntary programs. Each of the presentations 
shown in the catalog is recommended for credit, as are many of the self- 
study items.
Washington Briefs Concern about various aspects of the Federal Trade Commission’s proposed 
line of business questionnaire was expressed at an informal hearing by the 
General Accounting Office on April 19-20. There were complaints over 
the difficulties in complying with the proposed requirements, and questions 
were raised about the usefulness of certain data which would require 
arbitrary allocations. It is likely that the GAO will take heed of these com­
ments in its memorandum to the FTC, but there are no indications that the 
Commission will change its approach.
The AICPA special committee has applied for a 30-day extension in which 
to comment on the SEC’s proposal to make public its disciplinary proceed­
ings against professionals practicing before it. Comments on the proposed 
amendment to Rule 2(e) were to be due May 20. (See April 22 Letter.)
The House has defeated HR11035 which would have called for a 10-year 
voluntary program of conversion to the metric system of weights and 
measures, coordinated by a national metric conversion board (see March 25 
Letter). Cost was the basic objection. The Department of Agriculture, how­
ever, started using metric measures in its crop reports the day after the 
bill’s rejection.
In Accounting Series Release No. 154 the SEC amended Rule 4-02 and 
rescinded Rule 4-07 of Regulation S-X relating to consolidated financial 
statements. The restriction on consolidation of subsidiaries engaged in 
financial and nonfinancial activities is eliminated. The Rule 4-02 amendment 
continues a present Rule 4-07 requirement for supporting financial state­
ments of consolidated subsidiaries engaged in certain financial activities. 
Suitably condensed disclosure of this information is recommended in re­
ports to stockholders. Amendments are effective for statements filed after 
May 31.
The SEC, under Release 33-5492 of May 6, issued for public comment 
proposed amendments to Rules 5-02.3 and 5-02.6 of Regulation S-X which 
would require more detailed disclosure of the components of accounts re­
ceivable and inventories and the accounting policies upon which the 
amounts are based. These proposals are directed toward more “meaningful 
disclosure of long-term contract activities.”
The comment period expires July 15.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
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The 140 persons who attended the Financial Accounting Standards Board’s 
May 13 hearing on accounting for future losses heard a substantial number of 
mutually exclusive recommendations as to what losses should be charged to 
results of operations prior to their occurrence (see May 13 Letter for AICPA 
position). Nineteen representatives from industry, the accounting profession and 
the financial community supplemented 75 position papers with oral testimony. 
The insurance industry was split on catastrophe reserve accounting, and varying 
views on a number of items were presented by accounting firms.
NTS Among other areas of controversy were the following:
□  Definition — Several commentators called for a better definition of “future 
losses” especially to differentiate contingencies from losses that are directly 
related to the current period, but cannot be finally accounted for during 
the period.
□  Criteria — Reactions to the future loss criteria presented in the discussion 
memorandum ranged from “reasonable” to “completely inadequate” with at 
least one recommendation that different criteria are needed for different types 
of losses.
□  Self-insured losses — Several representatives of large companies favored 
accrual of certain types of uninsured risks, based essentially on the companies’ 
ability to determine probability from past experience and the difficulty in 
obtaining satisfactory insurance coverage for some types of potential losses. 
Most of the accounting firms opposed this approach.
Under its rules of procedure, the FASB’s next step will be to develop a 
draft standard for exposure. In part due to the wide range of views submitted, 
FASB spokesmen were unable to predict when such a document will become 
available.
Summarized below is the AICPA’s accounting standards executive committee 
statement of position on the FASB discussion memorandum Accounting for 
Foreign Currency Translation submitted in connection with the public hearing set 
for June 10 at the Waldorf Astoria Hotel, New York.
The two-transaction perspective should be used to resolve the translation 
accounting issues arising from the import and export of goods, services and 
capital. Accordingly, exchange adjustments that may result from the foreign 
currency risk related to such transactions should be accounted for as gains or 
losses which, in general, should be immediately recognized in the income 
statement.
The parent company perspective should be used to resolve the accounting 
issues arising from the need to translate financial statements of foreign entities. 
This perspective should be implemented through use of the monetary- 
nonmonetary translation method. Translation adjustments should be accounted 
for as gains or losses, with immediate recognition in income.
Copies of the full statement are available from the Institute’s accounting 
standards division.
Salary Survey 
Published
International Group 
to Study Inflation 
Reporting
MAS Conference 
Slated
CASB May Set New 
Exemption Level
The 1974 prevailing salaries survey for financial and data processing 
personnel was recently issued by Robert Half Personnel Agencies, Inc. It is 
based on the requisitions filed with the firm’s 43 offices throughout the 
country and included from two to four thousand positions in many of the 
classifications. The following are some of the highlights of the study:
□  The salary range for corporate controllers in companies with $50-$250 
million in sales is $28,000-$48,000, an 8.6%  increase over 1973.
□  Large CPA firms are offering $11,500-$12,500 for accountants with one 
year or less experience. This is up 6.7% over last year.
□  Corporate tax managers in companies with a volume of less than $50 
million range from $20,000-$25,000, a gain of almost 10%  in the past year.
□  Starting salaries for senior internal accountants with medium-size 
companies are now in the $13,500-$16,500 range, 3.4% more than 1973.
□  Although there are wide variations between classifications, the survey 
reports that, overall, financial salaries average about 3.2% higher than 
last year. However, the survey was taken before the federal guidelines 
expired.
Copies of the survey, which also includes salary information on EDP 
people, are available free from any Robert Half office or its New York City 
headquarters at 340 Madison Ave. (10017).
The international accounting standards committee has appointed a steering 
group to develop a proposed standard for financial reporting under infla­
tionary conditions. It consists of representatives from Canada, Israel, 
the Netherlands and the United Kingdom.
Because it will be some time before international guidelines on reporting 
the effects of inflation can be developed, the proposed standard on valua­
tion of inventories will be confined to historical cost accounting methods.
An exposure draft on inventories is expected to be issued in July.
A draft of a standard on consolidated financial statements and the 
equity method of accounting should be ready for comment this fall. Other 
areas in which standards are being developed are financial statement 
disclosures, translation of foreign accounts and depreciation of fixed assets.
The AICPA’s management advisory services division has scheduled its 
first National Conference for Oct. 2-3 in Chicago. The program, which will 
consist of plenary and concurrent sessions, is directed to MAS partners 
and senior managers in CPA firms. It will emphasize those aspects of MAS 
practice not principally related to finance and accounting. Administrative, 
marketing, technical and “state of the art” subjects will be included.
The Cost Accounting Standards Board is studying the possibility of estab­
lishing a new “threshold” below which corporations would be exempt from 
the Board’s requirements. At present, its standards, rules and regulations 
apply to contractors who receive negotiated defense contracts and some 
non-defense contracts over $100,000.
The study may lead to establishing a different minimum dollar amount 
of sales, a percentage of such sales in relation to total sales, or a combina­
tion of the two elements in setting the level of exemption. As a basis for the 
study, the staff has just completed a survey in which some five hundred 
companies have summarized, on a confidential basis, the covered amounts 
and total sales for each reporting unit.
The staff report is expected to be submitted to the Board for its 
consideration in August.
SEC Statement on 
Forecasting 
Expected in Fall
AICPA Sponsors 
New Liability 
Program
Tax Division Holds 
Spring Meeting
SEC Chairman Ray Garrett, Jr., has indicated that specific releases on the 
filing of financial forecasts with the Commission can be expected in the fall. 
In a speech before the Financial Analysts Federation he said that the 
guidelines set forth in Securities Act Release No. 5362 (Feb. 2, 1973) still 
represent a sound approach and that he expects the Commission to move 
forward in this area despite a recent court decision (Beecher v. Able) which 
applied a higher standard of accuracy than anticipated (see June Journal 
News).
The 1973 statement would have permitted sales and earnings projec­
tions in SEC filings if certain standards were met. “We should, at least, 
experiment on a voluntary basis with permitting the investor to get this 
information from management in a formal and regulated way, rather than 
only, and always, from salesmen, based on God knows what,” Mr. Garrett 
said.
Among the other areas the chairman said will be receiving attention 
are the following:
□  Interim Reporting — “We certainly do not contemplate a requirement for 
the publication of full audited financial statements for interim periods, 
but we think that summary figures now made available may be too 
summary and may not be the most useful figures to most investors.”
□  Liquidity Disclosure — “ . . . corporate reporting on liquidity and short­
term financial expectations has not been what it should be, and we think 
this has to be considered further. It may be, in this connection, that we 
must take another look at definitions of working capital and fund state­
ment presentations, both in general and in certain industries.”
□  Supplemental Fair Value Data — “ . . . we encourage continued experi­
mentation within the framework of reasonable constraints.”
□  Disclosure of Uncertainties — “I would not anticipate any general state­
ment on this subject in 1974 from the Commission, but it is an important 
area which requires attention.”
The AICPA’s Board of Directors has endorsed the accountants’ legal liability 
committee’s sponsorship of a new professional practice insurance program 
to be underwritten by the Crum & Forster group. The new plan offers greatly 
increased coverage, at favorable rates for a longer guaranteed term and to 
larger practice units than existing programs. Accordingly, the committee 
has withdrawn its sponsorship of the American Home Assurance Company, 
which had added certain restrictive endorsements to its program last 
October.
State societies are being encouraged to adopt the plan and coverage 
will be available to Institute members in all states after required filings that 
are now being made with state insurance commissioners become effective.
It is expected that these will be completed by the fall.
See the members’ section of the June Journal of Accountancy for a 
more detailed report, including a summary of the new features.
The AICPA’s division of federal taxation held its semiannual meeting in 
California May 4-9. About 150 committee members and the editorial 
advisory board of The Tax Adviser reviewed new developments and tax 
legislation proposals, tackled questions submitted by state society commit­
tees and heard status reports from the various Institute tax committees.
Among the featured speakers were Rep. James C. Corman of the House 
Ways and Means Committee and Assistant Commissioner Lawrence B. 
Gibbs of the IRS.
The General Accounting Office has okayed the Federal Trade Commission’s 
plan to survey the 500 largest manufacturing companies to collect line-of- 
business data in 219 categories subject to the following provisions:
□  Approval is limited to the initial round of reports, ending Dec. 31, 1975.
□  The FTC should conduct “intensive discussions” with businessmen to 
advance the ease and accuracy of the reporting process.
□  The FTC should explore with other federal agencies, such as the Census 
Bureau and the SEC, the possibility of coordinating and consolidating the 
collection of data.
The FTC has indicated that the questionnaire will be sent out in June.
The Administrative Conference of the U.S. is undertaking a major study of 
IRS administrative practices. The governing Council of this independent 
federal agency, established by Congress to examine administrative proced­
ures in the Executive branch, is expected to receive the steering commit­
tee’s report in mid-1975. Among the areas to be reviewed are the confiden­
tiality of taxpayer information, extraordinary collection procedures, 
settlement procedures, handling of complaints and the devices used to 
assure fairness and consistency in the auditing process. Don J. Summa of 
Arthur Young & Company is a member of the steering committee which, 
otherwise, consists of law professors and practicing attorneys.
The recently issued Revenue Procedure 74-18 states that a company’s Lifo 
election will not be terminated because of certain types of annual report 
disclosures required by the SEC for corporations using Lifo in conjunction 
with the BLS index figures for fiscal years ending on or about Jan. 1 ,  1974.
The Maritime Administration has made major revisions to its uniform 
system of accounts, effective May 9, 1974. An operator may use existing 
accounts for the fiscal year beginning on or after Jan. 1 , 1974 and convert its 
account numbers to conform to the amendments. Thereafter, the new 
requirements must be fully met.
The House Ways and Means Committee has approved an 18-month exten­
sion of the Renegotiation Board’s authority and the bill is to be reported to 
the House.
—Rod Parnell, Editor
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The Financial Accounting Standards Board has issued for public comment an 
exposure draft of a proposed standard on accounting for research and develop­
ment costs. If adopted, the standard would require that R & D costs be treated as 
expenses when incurred unless they are directly reimbursable. It would apply to 
financial statements beginning on or after Jan. 1, 1975. All costs capitalized at 
the effective date would be written off as a prior period adjustment.
The proposed standard requires the following disclosures:
□  The summary of significant accounting policies shall indicate that all non­
reimbursed R & D costs are charged to expense when incurred.
□  When applicable, the amount of the total R & D for the period (including that 
done by others), the amount which is directly reimbursable by others and 
the non-reimbursable costs incurred and charged shall be reported separately 
for each period for which financial statements are presented.
□  If not otherwise apparent on the face of the income statement, the amounts 
and classifications in the income statement of non-reimbursable R & D 
costs charged to expense during the period shall be disclosed.
Comments are due by Aug. 5 and copies of the draft are available 
from the FASB, High Ridge Park, Stamford, Ct. 06905.
In announcing issuance of the exposure draft, the Board said that R & D 
costs were resolved with the understanding that the FASB would continue its 
study of other costs such as marketing research, promotion, startup and 
rearrangement, as well as accounting and reporting by companies in the 
development stage.
The Financial Accounting Standards Board has announced that a public hearing 
on financial reporting for segments of a business will be held in New York 
starting Aug. 1. It is part of a Board project to determine what information about 
segments of an enterprise should be included in the financial statements and how 
it should be presented.
The discussion memorandum, prepared by the Board as the basis for the 
hearing, discusses 11 issues related to segment reporting. The first is whether 
such information should be included in financial statements. Although the Board 
has not taken a position on this matter, the remaining issues deal with factors to 
be considered as if such information should be reported.
Among them is the approach that should be taken in specifying segments to 
be reported externally. Possibilities outlined are identification along organizational 
lines such as divisions, branches or subsidiaries; by economic activity such as 
industries, product lines, markets or geographical areas; or by both.
Other questions raised in the memorandum are the following:
□  Should common costs, such as corporate overhead, be allocated to segments 
and, if so, on what basis?
□  Should intersegment transfers be included in sales and, if so, how should they 
be priced?
□  Under what circumstances should previously reported segment information 
be restated?
□  Should segment information be included in interim financial statements?
Copies of the discussion memorandum are available from FASB head­
quarters. Those wishing to testify should notify the Board by June 28. 
Written comments and position papers should be submitted by July 18.
FAF to Study 
Long-Range 
Financing of FASB
MAP Committee to 
Sponsor Conferences
SEC Advisory 
Group Set
The Financial Accounting Foundation, which is responsible for funding the 
Financial Accounting Standards Board and for approving its budgets, is 
undertaking the development of a permanent long-range plan for financing 
the Board’s operations.
In this connection, Ralph P. Moore, former vice-president and chief 
financial officer of Liggett & Myers, has been named financial consultant to 
the Foundation. He will work closely with the trustees in developing the 
program and will assist in other administrative financial duties for the FAF.
According to Ralph E. Kent, president of the Foundation, the present 
system of voluntary contributions, while effective, is considered to be a 
transitional phase. “We expect to make a considerable effort in the next year 
to devise a permanent method of funding that will be equitable to all con­
cerned,” he said. Among the options to be reviewed are the alternatives 
mentioned in the “Wheat Report,” the study which led to the formation of 
the FAF and the FASB.
A series of four conferences will be held this fall under the auspices of the 
AICPA’s management of an accounting practice committee. The program 
will be administered by the continuing professional education division and 
the societies in the states where the conferences will be located.
The following are outlines of the two-day sessions:
□  Planning and Developing Firm Growth, Philadelphia, Sept. 23-24 — 
Philosophy of practice and firm development, specialization, long and 
short-range planning and marketing a professional service.
□  How to Administer the Personnel Function in the Firm, Chicago, Oct. 
7-8 — Recruitment and staff selection, training, evaluation, compensation 
and fringe benefits.
□  CPA Partnerships: Formation, Operation and Termination, Miami,
Oct. 31-Nov. 1 — Partnership structure and responsibilities, division of 
partnership income, evaluation and change in status of partners.
□  Successful Firm Administration, Las Vegas, Nov. 21-22 — Financial 
administration and profit planning, revenue controls and billing systems, 
review procedures and professional liability.
Much of the material to be used by the speakers will be drawn from 
a draft of the forthcoming Management of an Accounting Practice Handbook 
which is expected to be published by the Institute in early 1975.
The newly-formed Report Coordinating Group, which was established to 
advise the Securities and Exchange Commission in developing an industry­
wide, coordinated reporting system for broker-dealers, held its first meeting 
on June 3 to formulate its plans.
The 16-member advisory committee, headed by John Cunningham of 
Arthur Young & Company, is expected to advise the Commission on such 
matters as eliminating duplication in reporting requirements, promoting 
uniformity in reporting and developing a uniform key regulatory report. It 
will review all reports, forms and other material required of broker-dealers 
by the SEC, the self-regulatory community and others.
Recent SEC Actions
AICPA to Give 
Priority to Forecast 
Guidelines
In addition to Mr. Cunningham, other practicing CPAs serving on the 
advisory committee are Frank H. Spearman, Haskins & Sells, and Eli 
Weinberg, Coopers and Lybrand.
The SEC has extended to June 19 the comment period on its proposed 
amendment to Rule 2(e) which would make public its disciplinary proceed­
ings involving professionals who practice before the Commission (see 
April 22 Letter). Committees of the AICPA and the American Bar Associa­
tion are expected to comment on behalf of their organizations.
In Release 5416A the Commission has issued corrections to ASR 146-A and 
146 relating to the effect of treasury stock transactions on accounting for 
business combinations. They involve word changes in the seventh paragraph 
of 146-A and the first, sixth and seventh paragraphs of 146.
Amendments to Forms S-1, S-7, S-8, S-9, S-11, 10, 12, 8-K, 10-K, 11-K,
12-K and U5S and Regulation S-X have been adopted, effective July 1 (ASR 
No. 155). In general, the instructions in the forms have been changed to 
conform the terminology to that adopted in Regulation S-X in ASR No. 125. 
Other changes deal with matters of consistency and clarification.
Form X-17A-5 and its audit requirements have been amended effective July 
15 (Rel. No. 10825). The principal changes require a supporting schedule for 
a broker-dealer’s computation of “formula for determination of reserve 
requirement,” reporting of the amount required to be deposited in the “re­
serve bank account” and any amount on deposit in the account in excess of 
the reserve requirement.
Certain closely-held companies would be able to issue up to $100,000 a year 
in securities without registering with the SEC under a Commission proposal 
contained in Rel. No. 5499. It would cover companies with no more than 50 
shareholders which could issue up to $100,000 of securities to as many 
as 25 additional shareholders in a twelve-month period. Comments are due 
by Aug. 2.
A newly-formed task force on forecasting, headed by Philip Chenok, Main 
Lafrentz & Co., of the AICPA’s accounting standards executive committee, 
held its first meeting on June 6. Composed of representatives from the In­
stitute’s accounting standards, auditing standards and management advisory 
services divisions, the task force expects to develop a statement of position 
on appropriate disclosures and presentation of financial forecasts.
Among the subjects discussed were
□  Definition of a “forecast.”
□  Historical cost concept as it affects forecasts.
□  Disclosure of assumptions.
□  One-time forecasts vs. regular, updated forecasts.
□  Extent of detail which should be presented.
Two other Institute groups are working in related areas. On the auditing 
side, a task force, chaired by H. Barry Burris, Coopers & Lybrand, is ex­
amining the role of the CPA in reviewing and reporting on financial forecasts 
and is expected to make recommendations to the auditing standards execu­
tive committee by the end of the year. The MAS division has distributed an 
exposure draft of proposed standards for forecasting systems. The MAS 
proposals are regarded as a step in creating some basic overall standards 
for forecast preparers regardless of whether other questions, such as 
presentation and disclosure, can be resolved.
AICPA Comments on 
CASB Personal 
Absence Proposal
The AICPA’s committee on the Cost Accounting Standards Board has filed 
comments on the Board’s proposed standard for compensated personal 
absence (see March 25 Letter). The committee noted that some of its previ­
ous recommendations have been included in the revised proposal but made 
the following observations:
□  The proposed standard is unduly complex.
□  The rules on probationary periods, a new concept in the revision, should 
be clarified and simplified if they are to be retained.
□  The CASB should not introduce arbitrary percentage tests of “utilization” 
to determine whether accruals are appropriate.
□  The rules improperly prevent a cost or cost reduction arising at the 
initial effective date, or upon adoption of a new or changed benefit plan 
or custom, from being allocated to any cost accounting period or cost 
objective.
New Audit Task 
Forces Announced
The following task forces have been formed by the AICPA’s auditing 
standards division:
□  Predecessor and Successor Auditors — Under chairman James L. Goble, 
Peat, Marwick, Mitchell & Co., the group is to identify the nature and 
extent of communication that should take place between predecessor 
and successor auditors.
□  Reporting on Price-Level Data — The purpose is to identify the audit 
implications of reporting on price-level adjusted financial statements and 
provide guidance on the appropriate audit procedures and reports. 
Edward C. Krebs, Alexander Grant & Company, heads the task force.
□  Comparative Financial Statements — This task force, chaired by William 
C. Dent, Elmer Fox & Company, will determine the reporting on com­
parative financial data which include prior year statements affected by 
continuing or resolved uncertainties and, financial statements for more 
than the current period or those examined by another auditor.
The task force conclusions will be considered by the division’s execu­
tive committee for possible statements on auditing standards.
—Rod Parnell, Editor
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In comments submitted to the SEC, the AICPA has opposed a proposed reversal 
of the Commission’s Rules of Practice which would make public all disciplinary 
proceedings under Rule 2(e) involving professionals who practice before the SEC 
(see April 22 Letter).
In essence, the Institute’s position is that a severe sanction against a pro­
fessional would take place with the adverse publicity resulting from the initiation 
of proceedings before the respondent has the opportunity for a hearing and 
before any decision on the basis of the evidence is reached.
“The damage done by publicizing formal charges of professional incompe­
tence or misconduct,” the comment document states, “particularly where those 
charges bear the imprimatur of an agency of the federal government, is in major 
part irreparable. Potential clients deciding which professional or firm to engage, 
and young professionals choosing a firm with which to initiate their careers, 
cannot postpone their decisions, and are not likely to suspend their judgments 
until charges against a particular firm have been adjudicated. Even where there 
is ultimate exoneration, the fact of exculpation will seldom be as widely circu­
lated as the charges; and even if it is, it will neither cure the damage already 
done nor entirely eliminate the taint on reputation resulting from the fact that 
charges once were made.”
The Institute’s paper cites the traditional practice in a number of areas, such 
as lawyers’ disbarment proceedings, where the proceedings are generally non­
public until, and unless, an adverse determination has been made. The paper 
recognizes that it is in the public interest to publicize disciplinary actions taken 
against respondents and proposes certain amendments which would clarify the 
Rule in this respect.
New York’s Waldorf Astoria Hotel was the site on June 10-11 of the Financial 
Accounting Standards Board’s fourth public hearing in three months. The subject 
was accounting for foreign currency translation and, as with the prior hearings, 
a considerable diversity of views existed among the 15 representatives of the 
profession, industry and various organizations who gave oral testimony and in 
the 81 position papers filed with the Board in advance of the hearing.
A majority, however, seemed to support the AICPA’s position (see May 27 
Letter) that the two-transaction perspective should be used to resolve the 
accounting issues arising from the import and export of goods, services and 
capital
The other major issues, the timing of the recognition of gains or losses on 
exchange adjustments and the appropriate method for translating financial state­
ments of foreign entities, were more controversial. The Institute position is that, 
generally, gains and losses should be immediately recognized in the income 
statement and that the monetary-nonmonetary translation method should be used.
The Board’s next step will be to review all comments with the expectation 
of preparing an exposure draft of a formal standard for distribution.
FASB Hearing Set 
on Financial 
Statement 
Objectives
Pension Conferees 
Resolve Reporting 
and Disclosure
Regional
Conferences Held
Sept. 23 is the date and the Americana Hotel in New York is the place for 
the Financial Accounting Standards Board’s public hearing on the objectives 
of financial statements and the qualitative characteristics of financial 
reporting.
The discussion memorandum on which the hearing will be based is 
drawn almost exclusively from the Report of the Study Group on the 
Objectives of Financial Statements. It discusses the 12 objectives contained 
in the report and raises specific questions about each.
Also, the following general questions are posed:
□  Which, if any, of the objectives and qualitative characteristics set forth 
in the report should the FASB adopt at this time?
□  Which, if any, objectives and characteristics should the FASB subject 
to further study and consideration before deciding whether to adopt?
□  Should the FASB defer further consideration of any of the objectives or 
characteristics and, if so, which?
□  Are there objectives and characteristics other than those set forth in 
the report that should be considered by the FASB?
Those persons wishing to testify should notify the Board of their intent 
by Aug. 2. Written comments and position papers are due Sept. 3.
Reasonable numbers of the discussion memorandum and single copies 
of the objectives report are available free from FASB, High Ridge Park, 
Stamford, Ct. 06905. Additional copies of the report are priced at $4.00 each 
from the FASB, or from the AICPA where member discounts apply.
Previously scheduled is a hearing on financial reporting for segments 
of a business starting Aug. 1 at the Americana Hotel (see June 10 Letter).
The last major hurdle on the pension reform bill (HR 2) has been cleared 
with agreement by the Senate-House Conferees on the disclosure and 
reporting provisions. The legislation now appears headed for the home 
stretch. Only a few relatively non-controversial items remain to be resolved.
Actually, there was little difficulty in accepting the compromise version 
prepared by the staff, which was approved by the Conference Committee 
virtually unchanged from the submitted document.
The Secretary of Labor will be responsible for administering the 
reporting and disclosure rules, but is given substantial authority to simplify 
required reports, modify some of the requirements and prescribe forms 
for financial statements.
If finally enacted, the bill would require annual reports for all plans 
involving employees in interstate commerce to be filed with the Secretary 
within 210 days after the plan year. The reports would include audited 
financial statements attested to by certified or licensed public accountants, 
an actuarial report, information on the plan’s invested assets and a list of 
transactions. Plans with fewer than 100 participants would be permitted to 
file a simplified report and church, government and workmen’s compen­
sation plans would be exempt. Also exempted are unfunded plans that 
provide deferred compensation for management or provide benefits in 
excess of tax limitations on contributions and benefits.
June is not only the month for brides, but for regional accounting meetings 
as well. This month five conferences were held at locations ranging from 
Hawaii to Jamaica.
Legal liability, tax work, AICPA projects and FASB activities were the 
most frequently discussed topics. Following are outlines of the programs:
AICPA States 
Position on 
Endorsement Fees
Small Business 
Aid Announced
□  Central States Conference, June 17-19 — Professional development, 
objectives of financial statements, audit planning, cost accounting, 
inventory management, transactional analysis, communications, AICPA 
news, taxes.
□  Pacific Northwest Conference, June 17-22 — FASB, SEC’s role, AICPA 
program, taxes, Asian investments, liability, continuing professional 
education.
□  Southern States Conference, June 17-21 — FASB, graduate and continu­
ing education, practice development, taxes, liability, consumerism.
□  New England Graduate Accounting Study Conference, June 19-21 — Role 
of the managing partner, statement preparation, taxes, liability, work 
paper technique and review, professional schools of accounting, 
communications, forecasting.
□  Mountain States Conference, June 26-28 — Unaudited financial state­
ments, state and local government audits, liability, practice management.
A statement of position on the recognition of profit on sales of receivables 
with recourse has been issued by the AICPA’s accounting standards 
division for consideration by the Financial Accounting Standards Board.
It states that a uniform accounting approach is desirable and that sales 
of receivables with recourse are more characteristic of financing trans­
actions than completed ones. Therefore, the division has concluded that 
the “delayed recognition” method is preferable to immediate recognition 
of the profit or loss arising from the differential between the net receivable 
and the amount for which the receivable is sold. The statement examines 
the types of transactions involved, presents the two prevalent methods of 
accounting for such transactions, describes their rationale and reviews 
present accounting literature on the subject.
The statement also examines the possibility that these transactions may 
be separated into (a) the sale of receivables and (b) retention of credit 
risk, with profit or loss being allocated to each of these elements. The 
majority position is that this method usually is impracticable and does 
not have an adequate theoretical basis.
Finally, recommended methods of amortization for the “delayed 
recognition” approach are given and guidelines are presented for disclosure 
of these transactions.
Copies of the statement are available from the Institute’s accounting 
standards division.
A recent three-way agreement calls for broadened free management service 
to small businesses and closer cooperation between the Small Business 
Administration’s field offices, the General Services Administration’s busi­
ness service centers, and the chapters of the ACTION and SBA-sponsored 
Service Corps of Retired Executives [SCORE) and Active Corps of Execu­
tives (ACE).
According to SBA Administrator Thomas S. Kleppe, SBA clients 
wishing to buy or sell government goods will be referred to the nearest GSA 
center for guidance on how to obtain a government contract. Those wishing 
to start a new business can receive counseling from the SCORE/ACE 
volunteers.
Also, a prospective GSA client who needs specialized management 
assistance before bidding on or entering into a government contract, will be 
referred to the nearest SBA office or SCORE/ACE chapter for counseling.
July, 1974
FASB Sets 
Hearing on Leases
SEC May Halt 
New Capitalization 
of Interest Policies
The CPA Letter
A Semimonthly News Report for Members of the AICPA
Starting Nov. 18, the Financial Accounting Standards Board will hold a public 
hearing in New York on accounting for leases. The discussion memorandum, 
which will serve as the basis for the hearing, states that while there has been 
extensive research in this area, “inconsistencies remain in the accounting 
practices for leases, and the polarization of views as to what should be done” 
about them still exists.
The discussion memorandum examines the principal aspects of 
accounting and reporting for leases by lessees and lessors, including so-called 
“leveraged leases,” as well as transitional problems following possible 
adoption of new accounting standards. It analyzes pro and con arguments on the 
capitalization of various types of leases by lessees, the different viewpoints 
on disclosure and the numerous issues involved in lessor accounting.
Because of their specialized nature, leases involving natural resources 
are excluded, as well as licensing agreements for motion picture films, plays 
and manuscripts which involve different considerations.
Copies of the discussion memorandum are available without charge from 
the FASB, High Ridge Park, Stamford, Conn. 06905.
The SEC is proposing a moratorium on the apparently increasing practice of 
certain non-utility companies to capitalize interest costs, which thereby create 
“a source of incomparability between financial statements of companies 
following different practices.”
Accordingly, the Commission has proposed, in Release No. 5505 of June 21, 
that non-utility companies which had not as of June 21, 1974 publicly disclosed 
a policy of capitalizing interest cost shall not adopt such a policy. The 
Release states that “at such time as the Financial Accounting Standards Board 
develops standards for accounting for interest cost, the Commission expects 
to reconsider this conclusion. Until such time, companies which do have such 
a policy may continue to apply it on a consistent basis, but not extend it 
to new types of assets.”
Those non-utility companies which had a policy of capitalizing interest 
cost prior to June 21, 1974 would have to make the following disclosures:
□  The amount of interest cost capitalized for each period covered by an 
income statement shall be shown in the income statement.
□  The reason for the capitalization of interest policy and the way in which 
the amount to be capitalized is determined.
□  The effect on net income of the capitalization policy as compared to a 
policy of charging interest to expense as incurred.
□  The amount of interest capitalized in any balance sheets presented, including 
the asset categories and the amounts of interest in each.
If adopted, these amendments to Regulation S-X will apply to financial 
statements filed on or after Dec. 31, 1974. Comments on the proposals are 
due by Aug. 31 and the AICPA’s accounting standards executive committee 
is expected to respond.
FASB Issues 
Interpretations
FASB Changes 
Approach to 
Business Combos
AICPA to Study 
REITs
The following are the texts of the FASB’s first two interpretations: 
Accounting Changes Related to the Cost of Inventory (No. 1)
“A change in composition of the elements of cost included in 
inventory is an accounting change. A company which makes such a change 
for financial reporting shall conform to the requirements of APB Opinion 
No. 20, including justifying the change on the basis of preferability as 
specified by paragraph 16 of APB Opinion No. 20. In applying APB 
Opinion No. 20, preferability among accounting principles shall be 
determined on the basis of whether the new principle constitutes an 
improvement in financial reporting and not on the basis of the 
income tax effect alone.” The interpretation became effective July, 1974. 
Imputing Interest on Debt Arrangements Made Under the Federal 
Bankruptcy Act (No. 2)
“APB Opinion No. 21 applies to notes issued by a debtor in a 
reorganization, arrangement, or under other provisions of the Federal 
Bankruptcy Act. A note issued under such circumstances in exchange (in 
whole or in part) for an existing note or notes shall be considered a ‘note 
exchanged for property’ for purposes of applying APB Opinion No. 21.
In addition, an existing note shall be considered as originating in a reor­
ganization, arrangement, or under other provisions of the Federal Bankruptcy 
Act and therefore as being a new note if its original terms are modified, 
altered, or otherwise changed as a part of the agreement with creditors." 
Accordingly, interest shall be imputed by applying APB Opinion No. 21 if 
the new note does not specify interest or specifies an interest rate which 
is unreasonable in the particular circumstances.” The interpretation 
applies to notes issued or changed after June 30, 1974.
Copies of the interpretations, which include introductory material, 
are being sent to all AICPA members and are also available at 50¢ each 
from the FASB, High Ridge Park, Stamford, Conn. 06905.
The Financial Accounting Standards Board has dropped a previously 
announced interim step in its project on accounting for business 
combinations. It would have involved consideration of the criteria 
for determining whether a pooling of interests or the purchase method is 
appropriate for a particular combination.
Instead, the Board will completely reconsider the two Accounting 
Principles Board Opinions on the subject. These are No. 16 on Business 
Combinations and No. 17 on Intangible Assets, both issued in 1970.
The Board’s decision was based on the recommendation of its task 
force and the Advisory Council that an examination of the fundamental 
accounting issues should be made before changes in specific aspects of 
the subject are reviewed. One of the basic considerations to be examined 
is whether the pooling of interests method is appropriate under any 
circumstances. The treatment of “goodwill” is another ticklish subject.
The FASB staff, with the advice of the task force, is preparing a 
discussion memorandum which will serve as a basis for a public hearing 
and the subsequent development of a new Standard. In the meantime, 
the existing criteria established by the APB continue to apply.
The first meeting of the AICPA’s task force on real estate investment 
trusts is to be held on July 16. Headed by Irving Kroll, the task force will 
prepare an analysis of the major issues — without expressing conclusions — 
for referral to the Financial Accounting Standards Board.
ASD Sets
Pronouncement
Policies
MAS Body off 
Knowledge 
Survey Starts
The accounting standards division of the AICPA has responsibility for 
maintaining liaison, on behalf of the Institute, with the FASB, SEC, CASB, 
stock exchanges and other bodies having authority over financial 
accounting and reporting standards. The responsibilities of its executive 
committee include the following:
□  Commenting on accounting and reporting standards and interpretations 
proposed by these bodies.
□  Initiating accounting and reporting proposals.
□  Clearing references to accounting and reporting positions included 
in statements issued by any AICPA committee.
The following policies have been established to clarify the procedures 
of the accounting standards executive committee with respect to 
pronouncement policies of the division:
□  Written communications will be in two forms: Statements of Position, 
which will include a caveat that they do not establish enforceable 
standards, and less formal position letters. Both types of documents will 
be available to members upon request.
□  Statements of Position will be prepared on all FASB discussion 
memorandums. Letters will be sent to the FASB commenting on its 
exposure drafts of standards and drafts of interpretations.
□  Problems identified by the accounting standards executive committee as 
requiring interpretation or a new standard will be described in a 
letter to the Board with a suggested solution when feasible. The letter 
will request a response as to whether the FASB will take action. 
Depending on the nature of the problem and the FASB’s response, a 
Statement of Position may be prepared for submission to the Board.
□  Request for comments by government agencies and other regulatory 
bodies will be handled by letter. In virtually all cases involving 
accounting principles or their interpretation a recommendation will 
be made that the matter be dealt with by the FASB.
□  The AICPA’s CASB committee will comment by letter, after clearance 
by the AcSEC chairman, on proposed standards and other documents
of the Cost Accounting Standards Board.
□  Upon approval by the AcSEC chairman, AICPA task forces may issue 
Statements of Position, addressed to the FASB, proposing amendments 
to existing AICPA Accounting and Audit Guides.
□  New AICPA Audit Guides may include descriptions of current financial 
accounting and reporting practices, but will not recommend new ones. 
The AcSEC chairman will clear such descriptions.
The AICPA has contracted with the University of Texas to undertake a 
$125,000 study to identify the body of knowledge required for rendering 
management advisory services and to determine whether examination 
of MAS specialists in CPA firms is practical.
A preliminary report, based on in-depth interviews and a mail 
questionnaire, will be submitted to the Institute’s Board of Directors 
in September. Pending approval to proceed, a final report is expected in 
Fall 1975. The study will be limited to the two cited areas and will not make 
recommendations as to whether a program of examination or accreditation 
should be adopted.
Heading the research team are Drs. Edward L. Summers and 
Kenneth E. Knight, both of whom are professors at the University of Texas. 
(See members’ section in Aug. Journal of Accountancy for more details.)
Assistance Sought 
by Tax and 
MAS Groups
The AICPA’s tax practice task force of the computer operations committee 
is trying to determine the profession’s experience with the implementation 
of IRS Rev. Ruling 71-20 concerning record retention agreements with 
concerns using computerized accounting systems. Practitioners who have 
had experience or problems in this area are urged to write or telephone 
Noel Zakin at the Institute.
The MAS division has appointed a task force to develop guidelines for 
a member’s relationship with other CPAs, or with other participants, 
in providing MAS. The group is seeking information on the structuring, 
and the outcome, of engagements for which one CPA firm has called in 
another to provide some particular competence needed to serve a 
client. Those having had experience with such engagements are urged 
to send information about them, together with any recommendations, 
to the AICPA’s MAS director, John R. Mitchell.
Insurance Refunds 
Mailed
Almost $9 million in refunds have been sent to participants in the AICPA’s 
life insurance programs, covering the year ended March 31, 1974. It 
represents a general refund of 50%, except for the age 65 and over 
group in the CPA Plan. There were extra refunds in certain categories and 
a 3% deduction for firms covered by dependents group life insurance.
During the year the life insurance in force increased by $141 million 
to a total of over $1.6 billion. There are more than 64,000 participants 
in the two plans.
All inquiries about the plans should be directed to RBH/Reid & Carr, 
Inc., 605 Third Ave., New York, N. Y. 10016.
IRS Computers to 
Check Interest 
and Dividends
The IRS hopes to get its computer program squared away in time to 
compare 1974 tax returns with the forms filed by banks and brokerage 
houses to check the accuracy of reported interest and dividend income. 
These involve forms 1099 for interest, original issue discount bonds 
and dividends filed by the paying institutions.
SEC Commissioner 
Urges Cooperation
SEC Commissioner Philip A. Loomis, Jr. emphasized in a recent speech 
the Commission’s desire “to cooperate fully with accountants in the 
private sector, both private practitioners and those in corporate 
management.” He said that the concept of a “corps of federal auditors,” 
wisely rejected in 1933, remains as objectionable now as it was then.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
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FASB Proposes 
Expensing of 
Development 
Stage Costs
The CPA Letter
A Semimonthly News Report for Members of the AICPA
In an exposure draft issued on July 23, the Financial Accounting Standards 
Board has concluded that “no special accounting standards shall apply during 
the development stage” to separate companies or to subsidiaries, divisions or 
other components of established operating companies in all industries.
The proposed Statement would require a development stage company 
to do the following:
□  Charge to expense as incurred during the development stage those costs 
which will be charged to expense as incurred when the company is no longer 
in the development stage.
□  Capitalize or defer only those types of costs which may be capitalized or 
deferred subsequent to the development stage.
□  Report sales of goods or services, interest and other income as revenue 
in the income statement.
□  Assign dollar amounts to shares issued for non-cash consideration, and to 
the consideration received, at the time of issuance.
□  Report cumulative net losses as “accumulated deficit” in the stockholders’ 
equity section of the balance sheet.
Also, a company in the development stage would be required to present the 
same primary financial statements as an established operating company, but 
would include certain additional information. The income statement and 
statement of changes in financial position would show cumulative amounts 
from the inception of the development stage as well as amounts for each 
period covered by the statement.
The following would be included in the statement of owners’ investment 
since the inception of the development stage:
□  The dates of each issuance and number of shares of stock, warrants, rights 
or other equity securities issued for cash or other considerations, as well 
as a description of the nature of non-cash considerations.
□  The dollar amounts (per share and total for each issuance) assigned to 
the consideration received for shares of stock, warrants, rights and other 
equity securities issued, and the basis for assigning dollar amounts to 
considerations other than cash.
The exposure draft defines a company in the development stage as one 
that either is devoting substantially all of its efforts to establishing a new 
business and has not commenced its planned principal operation, or has started 
such an operation but has not had significant revenues from it.
If adopted, the standard would be effective for fiscal periods beginning 
on or after Jan. 1, 1975.
Comments on the draft are due by Sept. 30 and free copies are available 
from the FASB, High Ridge Park, Stamford, Conn. 06905.
On a related matter, FASB Chairman Marshall Armstrong has indicated that 
a proposed statement on accounting for similar costs, such as market research, 
promotion, start-up, relocation and rearrangement, may be ready for exposure 
in late August.
FASB Holds Hearing 
on Business 
Segments
Queenan to Retire 
from FASB
Changes Made to 
Insurance Guides
General agreement in the following areas seemed apparent at the two-day 
hearing on financial reporting for segments of a business enterprise held 
in New York by the Financial Accounting Standards Board on Aug. 1-2:
□  Segment reporting provides useful information to investors.
□  Management should determine the segments to be reported.
□  The FASB should limit its Statement to broad guidelines and should not 
establish detailed rules for identifying segments to be reported.
Beyond this, widely differing views were expressed by representatives 
of the 21 business, financial and professional groups who gave oral 
testimony and in the 123 position letters received by the Board. Consider­
able disagreement was evident over the nature of segments, specific items 
that should be included and the method of presentation.
The major conclusions of the AICPA’s accounting standards division 
set forth in its Statement of Position include the following:
□  Financial information about business enterprises should be segmented 
into areas of economic activity which correspond to broad industry 
groupings.
□  Segment sales and income, determined by the “ segment contribution 
approach” should be required to be reported.
□  Segment information should be required only from publicly traded 
companies as defined in Opinion No. 28 of the Accounting Principles 
Board.
Copies of the AICPA Statement are available from the Institute’s 
accounting standards division, without charge.
Vice-Chairman John V. Queenan plans to retire from the FASB before the 
expiration of his term, Sept. 30 , 1975. Citing “an obligation to devote more 
time to my wife and family” as the reason for his decision, Mr. Queenan 
said that the precise date may coincide with the availability of his 
replacement but “hopefully no later than Dec. 31, 1974.”
Ralph E. Kent, president of the Financial Accounting Foundation, 
has announced that a committee of trustees is now seeking a successor.
The AICPA auditing standards division has amended Auditors’ Reports 
of Fire and Casualty Insurance Companies and has made a correction 
to Audits of Stock Life Insurance Companies.
A Statement of Position has been issued which calls for auditors of 
fire and casualty companies to report in the same manner as for stock life 
insurance companies. Therefore, if fire and casualty financial statements 
are presented in conformity with regulatory requirements which are 
at variance with generally accepted accounting principles, the auditor 
should disclose this fact and normally express a qualified or adverse 
opinion. The Statement supersedes pp. 64-70 of the guide and will be 
incorporated in future printings. Copies of the Statement, which includes 
samples of auditors’ reports for different circumstances, are available at 
$1.00 each from the Institute’s order department with the usual member 
discounts.
The correction of the life insurance guide involves the wording of the 
auditor’s report when the effect of variances from generally accepted 
accounting principles cannot be determined for stock life insurance 
company statements prepared in conformity with regulatory requirements. 
The sample opinion on p. 120 of the life guide has been modified by 
adding a sentence to make clear that the nature of the variances should 
be described in the opinion or incorporated by reference to a Note.
Draft Issued on 
EDP Impact on 
Internal Control
AICPA Comments 
on SEC Proposal on 
Long-Term Contracts
IASC Acts on 
Draft Statements
Senate Changes 
CPA to ACA
An exposure draft of a proposed Statement on Auditing Standards on 
“The Effects of EDP on the Auditor’s Study and Evaluation of Internal 
Control” has been issued by the AICPA’s auditing standards division.
The proposed Statement supplements Sec. 320 of SAS No. 1 and is 
intended to provide a framework for further guidance in examining 
financial statements that are based on accounting applications of EDP.
Among other matters, the proposed Statement includes the following:
□  Recognizes that accounting applications of EDP influence the manner 
in which the auditor reviews and evaluates internal control.
□  Discusses the effects of EDP on the various characteristics of 
accounting control and on the auditor’s evaluation of it.
□  Outlines the auditor’s choices regarding his reliance on accounting 
control within the EDP system.
Comments are due by Sept. 26 and copies of the draft are available 
from the auditing standards division.
In a comment letter filed with the SEC, the AICPA’s accounting standards 
division has proposed several modifications to the Commission’s proposed 
amendments to Rules 5-02.3 and 5-02.6 of Regulation S-X which would 
require “more meaningful disclosure” by defense and other long-term 
contractors (Rel. 33-5492). Among the suggestions are the following:
□  Omit ambiguous language which may be interpreted as applying the 
amendments to public companies other than those that file with the SEC.
□  If the proposals are meant to apply to all public companies, the SEC 
should make such a suggestion to the FASB for its consideration.
□  In view of the pending standard on research and development costs 
by the FASB, it is assumed that the proposed disclosure requirements 
will be either deleted or reexamined. However, the division believes that 
definitions of such costs would be helpful and recommends that the 
definition to be used in the FASB final standard be included in the Rules.
The International Accounting Standards Committee took the following
actions at its July meeting:
□  Agreed to expose a proposed statement on valuation and presentation 
of inventories in the context of the historical cost system. Copies 
will be sent to AICPA firms and practitioners on Sept. 11. Additional 
free copies will be available from the Institute’s international practice 
division.
□  Reviewed a proposed draft on consolidated financial statements and 
the equity method of accounting, which is expected to be approved for 
exposure in the fall.
□  Admitted to associate membership accounting organizations from Fiji, 
India, South Africa and Zambia. Founders and associates now total 28.
As a result of repeated objections by the AICPA and state societies, the 
Senate overwhelmingly adopted (87-5) an amendment to a House-passed 
bill on consumerism which would change the name of the proposed 
federal agency from “Consumer Protection Agency” (CPA) to “Agency 
for Consumer Advocacy” (ACA). The Institute, which took no position 
on the substance of the bill, had proposed that the new body be called the 
“Agency for Consumer Protection” (ACP) because use of the initials 
“CPA” by the agency would be confusing to the public. The name finally 
selected resulted from a modification made during the floor discussion.
Conference 
Scheduled on 
Federally Assisted 
Programs
The AICPA will present its first national conference on federally assisted 
programs in Washington on Oct. 29-30. The purpose of the conference 
is to help practicing CPAs gain greater understanding of the growing 
demands for their services in connection with federally assisted programs.
Topics which will be covered include the following:
□  The procurement of professional services as it relates to these programs. 
□  Practical discussion of specific programs with emphasis on reporting 
requirements and on the AICPA and GAO audit standards.
□  Objectives of and current techniques in conducting operational audits. 
□  Various aspects of the general revenue sharing programs.
□  Practice review programs of the AICPA and federal agencies.
Among the featured speakers will be Senator Lawton Chiles of 
Florida, Comptroller General of the U.S. Elmer Staats and Graham Watt, 
Director, Office of Revenue Sharing. Registration fee is $150 and additional 
information may be obtained from the AICPA’s meetings department.
SEC Proposes 
GAAP for Non-Life 
Insurance Cos.
The SEC, in Rel. 33-5513, has proposed a revision to Article 7 of Regulation 
S-X to require that non-life insurance companies file their financial 
statements in accordance with generally accepted accounting principles.
It would apply to title and mortgage guaranty insurance companies, but 
mutual companies, which are not required to file with the SEC, are 
specifically excluded.
In cases where state law prohibits publication of financial statements 
on a basis other than the statutory requirements, the companies would have 
to file supplemental statements with the Commission and reconcile the 
differences between the two methods.
Comments on the proposal are due by Sept. 15.
CPAs who are auditing National Direct Student Loan Programs, College 
Work-Study Programs or Supplemental Educational Opportunity Grants 
Programs for the fiscal year ending June 30, 1974, should get a copy 
of the new supplement to HEW’s audit guide before issuing their reports.
This supplement incorporates changes prescribed by the educational 
amendments of 1972 and includes revisions to the financial statements and 
the auditor’s opinion. It should be available at HEW offices in September.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. Second-class postage paid at New York, N.Y.
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HEW to Revise 
Education Audit 
Guide
September 16, 1974
Profession Gears Up 
for New Pension Law
Audit Committee 
Exposes Quality 
Control Standard
The CPA Letter
A Semimonthly News Report for Members of the AICPA
The new pension law, officially known as the Employee Retirement Income 
Security Act of 1974, which was signed by President Ford on Sept. 2, has many 
implications for CPAs. It affects them as auditors, advisers, tax specialists, 
employers and as self-employed practitioners. Several steps are being taken 
within the profession to disseminate information about the new law. Here is what 
is happening:
□  A summary of the law’s provisions will appear in the Washington Report in 
the October issue of The Journal of Accountancy.
□  A series of two-day lecture programs has been developed to interpret the Act 
in terms of compliance requirements and planning opportunities. Prepared 
as a joint effort by the AICPA’s federal government, federal taxation and 
continuing professional education divisions, the program will be held in the 
following locations: Washington, D.C., Oct. 3-4; Atlanta, Oct. 7-8; San 
Francisco, Oct. 24-25; Los Angeles, Oct. 28-29; Philadelphia, Nov. 19-20; 
Chicago, Nov. 25-26. Registration fee of $130 should be sent to the appropriate 
state society, except for the Washington presentation which is being 
handled by the AICPA.
□  Pension Reform — A New Challenge is the title of a new CPE self-study 
presentation which should be available from the AICPA about Oct. 1. 
Consisting of a tape cassette and special “quizzer,” the program is designed to 
provide the tax adviser and the corporate executive with a comprehensive 
introduction to the Act.
□  Two existing CPE programs, Accounting for Pension Costs and Pension and 
Profit Sharing Plans, are being revised to reflect the provisions of the new law.
In a related area, the Financial Accounting Standards Board has begun a 
comprehensive analysis of the law to determine its impact on financial accounting 
and reporting. According to Chairman Marshall S. Armstrong, the FASB’s first 
concern is to determine whether interpretation or amendment of APB Opinion 
No. 8, Accounting for the Cost of Pension Plans, will be needed quickly for the 
guidance of financial statement preparers. Also, the Board will determine whether 
further reconsideration of the Opinion’s conclusions is necessary for continuing 
application under the new law.
A proposed Statement on Auditing Standards on quality control considerations 
for a firm of independent auditors has been released for exposure by the 
AICPA’s auditing standards executive committee. Comments should be submitted 
by Oct. 15.
Existing standards deal primarily with the characteristics and conduct of 
individual auditors. The proposed Statement deals with certain considerations in 
setting policies and procedures that may affect the quality of the firm’s work in 
its audit engagements. The purpose of the proposal is to identify those areas 
that will provide the firm with reasonable assurance of conforming with the 
standards of the profession as they relate to quality control.
Copies of the draft are available from James Casey at the AICPA.
Amendments 
Proposed to 
College Guide
SEC Proposes 
Single Report 
for Brokers
FAF Trustee 
Elected and 
Advisers Appointed
The AICPA’s accounting standards division has issued a Statement of 
Position which recommends conforming the Institute’s audit guide, Audits 
of Colleges and Universities, with two recent publications that have 
endorsed expansion, clarification and revision of the guide. The new publi­
cations are College and University Business Administration—Administrative 
Service published by the National Association of College and University 
Business Officers, and Report of the Joint Accounting Group issued by the 
Western Interstate Commission for Higher Education. Members of an 
AICPA task force served as consultants on both projects.
If the Financial Accounting Standards Board concurs with the recom­
mendations in the Statement, portions of the audit guide would be 
superseded by the descriptions and classifications of revenues, expenditures 
and transfers, as they pertain to current funds, set forth in chapter 5 of 
Administrative Service.
The SEC has exposed for public comment a preliminary outline of a financial 
and operational combined uniform single report (FOCUS) for brokers 
(Rel. No. 10959).
Based on recommendations of the advisory Report Coordinating Group, 
the proposed FOCUS Report would replace several existing forms and 
reports. The audit requirements of Rule 17a-5 would be applied to appropriate 
portions of the FOCUS Report and to the broker’s annual financial 
statements.
The Report Group will review the comments, which are due by Sept. 30, 
with the intention of submitting its suggestions to the Commission by the 
end of the year. The Commission expects to release a final version for 
comment in early 1975.
The SEC also announced in the same release the adoption, with certain 
minor changes, of the proposed Rule 17a-18, Rule 17a-19 and related 
Form X—17A-19.
Wilbert A. Walker, president of the United Steel Corporation, has been 
elected to a three-year term as a trustee of the Financial Accounting Founda­
tion. A certified public accountant, Mr. Walker had been controller, 
administrative vice president and chairman of U.S. Steel’s finance committee 
before assuming the presidency in 1973. He succeeds Thomas A. Murphy, 
vice chairman of General Motors Corporation, whose term has expired.
Seven new members of the Financial Accounting Standards Advisory 
Council have been appointed by the Foundation’s trustees for one-year 
terms. The Council is a consultative body which assists the Financial 
Accounting Standards Board in determining its priorities and agenda.
The new members are: Professor Norton M. Bedford, University of 
Illinois; Joseph P. Cummings, deputy senior partner of Peat, Marwick, 
Mitchell & Co.; J. O. Edwards, controller, Exxon Company, U. S. A.; Paul 
Kolton, chairman, American Stock Exchange; Allan Kramer, partner in the 
law firm of Shea, Gould, Climenko and Kramer; Charles A. Werner, 
assistant executive partner-technical, Alexander Grant & Company; and 
John C. Whitehead, partner, Goldman, Sachs & Co.
Twenty-one members, who have served on the Council since its incep­
tion in 1973, have accepted additional one-year terms.
Distinguished 
Service Awards 
Announced
Ethics Division 
Proposes Two 
Interpretations
NAARS Available 
for Individual 
Inquiries
Oscar S. Gellein and Marvin L. Stone will receive the AICPA’s Gold Medal 
for Distinguished Service from Chairman Derieux at the Institute’s annual 
meeting in Seattle on Oct. 14. The committee on awards has concluded 
that these members have made outstanding long-term contributions to the 
Institute and to the profession.
Mr. Gellein, of Madison, N. J., is a retired partner of Haskins and Sells 
and most recently was a member of the Study Group on the Objectives 
of Financial Statements. Mr. Stone, a partner in Stone, Gray & Co. in Denver, 
is a past president of the Institute and has been chairman of numerous 
AICPA committees.
The AICPA’s ethics division has issued exposure drafts on proposed inter­
pretations of the Rules of Conduct affecting unaudited financial statements 
and on client’s records and accountant’s workpapers, with comments due 
by Oct. 15.
Unaudited financial statements (202-1) — This proposal is intended to 
clarify the rule so that a member will know that it does not preclude his 
association with unaudited financial statements and that such association is 
governed by the fourth reporting standard.
Client's records and accountant’s workpapers (501-1) — Refusal to 
return client records has long been considered an act discreditable to the 
profession. This proposed interpretation describes the nature of client 
records and the distinction between them and the accountant’s own work­
papers. It also clarifies the accountant’s responsibility for supplying client 
records or their equivalent.
The pros and cons of these proposals, as well as others issued recently, 
will be discussed at the AICPA’s annual meeting in Seattle.
AICPA members, corporate executives, researchers and others need not have 
their own terminals to take advantage of the Institute’s National Automated 
Accounting Research System. Inquiries can be directed to the AICPA staff 
for research and a printout will be supplied on a fee basis.
The full text computerized system includes thousands of annual reports 
for listed and over-the-counter companies, starting with 1972, supple­
mented by a literature file containing such material as APB Opinions and 
Accounting Research Bulletins together with related interpretations, 
Accounting and Auditing Guides, Statement on Auditing Standards No. 1, 
SEC Regulation S-X and Accounting Series Releases.
Recent individual inquiries included the following:
□  Recognition of loss carryforwards in unusual circumstances when 
realization is assured at the time the loss carryforwards arise.
□  The extent to which auditors’ opinions refer to research and development 
expenditures.
□  Disclosures in annual reports of covenants not to compete.
□  Information on unfunded pension plans.
□  Reporting on interest and other costs to capital.
This service, designed primarily for the firm, or executive, with an 
occasional need for this type of search, supplements the existing subscriber 
programs.
For further information, contact Hortense Goodman of the AICPA staff.
BLS issues 
Pay Figures
Preliminary data has been issued by the Bureau of Labor Statistics on its
March 1974 nationwide salary survey for professional, administrative and
technical occupations and for clerical employees in private industry.
Highlights include the following:
□  Overall increases for non-clerical positions since March 1973 averaged 
6.3%; accountants 6.1%; auditors 5.2% and chief accountants 7.2%.
□  Accountants’ salaries ranged from an average of $9,739 for college 
accounting graduate beginners to $19,560 at level V.
□  Level I auditors averaged $10,352, with those at level IV earning $17,491.
□  Chief accountants averaged $17,601 at the lowest level (directing a stable 
system prescribed in detail by higher levels); those who met the more 
demanding requirements for level IV averaged $29,021.
The complete report is expected to be available in late fall from U. S.
Department of Labor regional offices at a nominal charge.
Washington Briefs The SEC has adopted amendments to Guide 22, Summary of Earnings, of the 
Guides for Preparation and Filing of Registration Statements under the 1933 
Act. The Commission also authorized the adoption of Guide 1, Summary of 
Operations, of the similar guides under the 1934 Act. They are contained 
in Accounting Series Release No. 159 and are effective Sept. 30 , 1974.
The Comptroller of the Currency has adopted final interpretive rulings on 
standby letters of credit and ineligible acceptances. The rulings require them 
to be treated the same as ordinary loans for the purpose of statutory limits 
on loans to a single borrower and loans to borrowers affiliated with the 
lending bank. National banks must also disclose in a footnote to annual 
financial statements the aggregate amount of outstanding standby letters of 
credit.
A revised proposal on disclosure requirements and prohibitions concerning 
franchisors has been published by the Federal Trade Commission. One 
section requires the franchisor to supply a “certified balance sheet” and a 
“certified profit and loss statement” to prospective franchisees. The latest 
proposal was published in the Aug. 22 issue of the Federal Register with 
comments due by Nov. 20. Legislation to require similar disclosures has been 
introduced in both Houses, but has been awaiting publication of the FTC 
proposal.
—Rod Parnell, Editor
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SEC and AICPA 
discussions 
clarify ASR Nos. 
146, 146A and 155
CASB
IASC Proposes 
Uniform Inventory 
Accounting
The CPA Letter
A Semimonthly News Report for Members of the AICPA
The November Journal of Accountancy summarizes an informal discussion 
between SEC officials and AICPA representatives concerning the implementation 
of Accounting Series Release No. 146, “Effect of Treasury Stock Transactions 
on Accounting for Business Combinations” (issued August 24, 1973), and 
No. 146A, “Statement of Policy and Interpretations” (issued April 11, 1974).
The summary provides answers to 23 questions on the following topics: 
effective date; systematic pattern test; issuance of shares after April 11, 1974; 
purpose test; reasonable expectation test; treasury share acquisitions 
subsequent to a business combination; and materiality test.
The December Journal will contain a report on another informal SEC-AICPA 
discussion on ASR No. 155 (issued April 25, 1974). It covers the definition of 
a significant subsidiary; the interest imputed on leases in calculating the ratio 
of earnings to fixed charges; and instructions in these and other SEC registration 
forms to conform to the terminology adopted in Regulation S-X in ASR No. 125.
At its meeting on September 12 and 13 the Cost Accounting Standards Board
□  Agreed to republishing in the Federal Register a revised Standard on 
depreciation of tangible capital assets. The AICPA’s committee on relations 
with the CASB made a presentation during the consideration of this matter.
□  Unanimously approved promulgation for submission to the Congress of the 
proposed Standard regarding accounting for costs of compensated 
personal absence.
□  Agreed to publish in the Federal Register the proposed Standard on allocation 
of business unit general and administrative expenses to cost objectives.
The International Accounting Standards Committee — a nine-nation group on 
which the AICPA is represented — has issued an exposure draft aimed at 
unifying the reporting of inventories by companies around the world.
Under the proposal, accounting for inventories on a first-in, first-out 
(Fifo) basis is acceptable, as is use of average cost formulas for assigning 
historical costs. The last-in, first-out (Lifo) formula would be acceptable only if 
it is accompanied by disclosure of the difference between resulting amounts 
and current prices. Comments on the draft, which is available from the AICPA, 
should be mailed to Robert N. Sempier, director of international practice, 
by Jan. 10, 1975.
List of
Underwriters
Available
Tax Adviser 
Will Carry Pension 
Law Series
Missouri Practice 
Survey Completed
Shareholders 
Show Little 
Interest 
in 10-Ks
The AICPA committee on displacement of CPA firms has compiled for 
Institute members a list of over 125 investment banking firms that answered 
“yes” to the following questions:
□  “Does your firm have a policy which permits you to be the managing 
underwriter in an offering where the auditors are a competent firm 
other than one of the major international accounting firms?
□  “In the absence of such a policy, would you accept a competent firm 
other than one of the major international accounting firms?
□  “May we include your firm’s name in a list to be compiled for use 
by our members who may desire to refer an investment banking firm 
to their clients in connection with a registration of securities?”
For copies of the list, write to Albert H. Zitzmann at the Institute’s 
New York office.
In the October Journal of Accountancy, Robert M. Coffman, the 
committee’s chairman, discusses some of his group’s projects to help the 
local CPA firm whose clients plan to go public avoid displacement by 
larger firms.
A series of articles on the new pension law will start with the November 
issue of the Tax Adviser. The series will present a broad overview of the 
law’s tax aspects as well as coverage of specific tax subjects. Herbert 
Lerner, chairman of the AICPA tax division’s employee benefit plans 
task force, will author the first article.
The Missouri Society of CPAs recently completed a practice management 
survey of local firms and individual practitioners within the state.
In addition to the material summarized in the table below, there were a 
number of questions on personnel policies. The figures shown represent 
averages of the replies in each category. A limited number of single copies 
of the survey are available from the AICPA.
Summary of Missouri Firm Survey
Annual Gross Fees (000s) Under $50 $50-$100 $100-$150 $150-$200 $200-$500 Over $500
Gross Fees per partner $31,116 $55,852 $67,816 $93,917 $94,675 $170,273
Gross Fees per total personnel 15,558 18,335 21,854 19,705 20,961 23,428
Expenses as % of Gross Fees 33 55 48 56 58 58
Average net income
High partner $20,827 $24,983 $34,021 $38,719 $49,707 $ 67,859
Low partner — 24,310 27,961 31,705 30,909 32,004
Partner billing rates
High 28 25 32 33 35 38
Low 17 16 19 20 24 29
Average 23 21 23 24 28 32
Professional staff billing rates
0-1 years experience — 12 11 12 13 13
1-3 years experience — 15 15 14 16 16
3-5 years experience — 16 19 16 20 19
Chargeable hours per partner 1,553 1,850 1,723 1,228 1,508 1,379
Chargeable hours
per professional staff — 1,133 1,442 1,578 1,857 1,554
Professional staff salaries
0-1 years experience — $ 8,400 $ 9,256 $ 8,580 $ 9,646 $ 9,956
1-3 years experience — 10,570 12,611 9,970 11,860 12,200
3-5 years experience — 15,100 14,164 12,500 14,355 15,000
Most shareholders couldn’t care less about obtaining the SEC Form 10-K 
data from their companies according to a recent study by Hill and 
Knowlton, Inc. The 50 surveyed companies had included a notice of 
availability in their 1973 annual reports and ranged from two companies
Program Available 
For Conference on 
Federally Assisted 
Programs
SEC Accounting 
Fellow Program
with sales under $100 million to 32 with more than $1 billion. Here are 
some of the highlights:
□  A total of 5,399 requests for 10-K information was received, with about 
half coming from shareholders, representing .16% of the companies’ 
shareholders.
□  The median number of shareholder requests was 20.
□  There was no correlation between company size and percentage of 
shareholder requests, or with the number of shareholders in a 
particular company.
□  Despite the small response, all the companies plan to include a notice 
of availability in their 1974 annual reports.
The SEC, which has proposed that such notices be mandatory (see 
Jan. 28 Letter), is expected to make a final ruling in time for 1974 
annual reports.
A highlights program with registration form for the AICPA’s first National 
Conference on Federally Assisted Programs is now available from the 
Institute’s meetings department. The conference, to be held in Washington 
on October 29-30, is designed to help CPAs respond to the growing 
demands for their services in auditing social programs sponsored by the 
federal government.
The topics to be considered include the following:
□  Procurement of CPAs’ services by federal agencies — Federal 
procurement policies; types of engagements; how to respond to a 
request for proposal; and administering a federal audit engagement.
□  Auditing federal programs — The objectives of auditing assistance 
programs; auditing for efficiency and economy and program results; 
federal policy regarding the administration of assistance programs; 
applying GAAS to audits of federally assisted programs; complying with 
GAO audit standards; and the future role of the CPA.
□  Financial and compliance examinations — Review of specific audit 
requirements of the departments of Commerce, Health, Education and 
Welfare, Housing and Urban Development, Interior, Labor and 
Transportation, and the Office of Revenue Sharing.
□  Practice review programs — The AICPA’s practice review program of 
CPA reports submitted to federal agencies and the review programs 
conducted by federal agencies.
Also scheduled are panel discussions on operational auditing and 
financing a small business concern and question-and-answer sessions.
Registration fee is $150 per person.
Applications are now being accepted for the Securities and Exchange 
Commission’s Professional Accounting Fellow Program. Under the program, 
now in its third year, one highly qualified professional accountant is 
appointed each year to the staff of the Chief Accountant for a two-year 
nonrenewable term. Minimum requirements are (1) undergraduate degree  
with major in accounting (advanced degree preferred); (2) CPA;
(3) minimum of five years diversified public accounting experience 
with at least one year at the manager level (teaching accounting at the 
college level would qualify as such experience); (4) thorough familiarity with 
accounting principles and reporting techniques; and (5) an understanding 
of SEC accounting requirements and registration procedures. Compensation 
will range from $20,000 to $27,000 depending on experience and background.
Further information can be obtained from the SEC’s Chief Accountant, 
John C. Burton, Washington, D.C. 20549.
Renegotiation 
Board Openings 
for Accountants
Gellein Appointed 
to FASB
Washington
Briefs
The Eastern Regional Renegotiation Board needs professional accountants 
for its continuing program in the examination of accounting and financial 
data furnished by companies subject to the Renegotiation Act of 1951 as 
amended through 1973. According to Robert W. Kandt, director, Division 
of Accounting, applicants should have experience with cost accounting 
systems and methods as well as accepted accounting and auditing principles 
and practices. The positions have a starting annual salary of $20,677.
Applications are available from Mr. Kandt’s office, Eastern Regional 
Renegotiation Board, 2000 M Street, N.W., Washington, D.C. 20447.
Oscar S. Gellein, 63, retired partner of Haskins & Sells and former member 
of the Accounting Principles Board and of the Study Group on the 
Objectives of Financial Statements, has been appointed to the Financial 
Accounting Standards Board. He will fill the unexpired term of John W. 
Queenan, who earlier announced his intention to retire. Mr. Gellein is 
expected to be appointed to a full five-year term effective October 1, 1975.
Mr. Gellein’s career spans both public practice and accounting 
education. He joined Haskins & Sells in 1953 as director of research 
activities, became a partner in 1958 and served as the firm’s national 
director of accounting and auditing for those years.
Prior to entering practice, Mr. Gellein taught accounting at Kansas 
State University and the University of Denver.
A General Accounting Office report (B-180228, Sept. 13, 1974) is 
critical of operations of the Federal Power Commission. It recommends 
improvement of FPC’s monitoring of interstate gas sales by imposing 
reporting requirements on regulated entities, establishing an adequate 
data and record-keeping system, and requiring timely and complete 
reporting of gas sales data. Copies may be obtained for $1 from the 
GAO Reports Department.
The advisory committee on a model compliance program for broker 
dealers will hold public meetings in Atlanta to review the final draft of 
the committee’s report to the Securities and Exchange Commission. 
Further information is available from Sidney T. Bernstein, secretary, SEC.
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FASB Issues 
Statement on 
R & D Costs
SAS on
Auditors’ Reports 
Is Approved
The CPA Letter
A Semimonthly News Report for Members of the AICPA
The Financial Accounting Standards Board has resolved a long-standing problem 
by requiring that research and development costs be charged to expense as 
incurred effective for fiscal years starting after December 31, 1974, with earlier 
compliance encouraged. FASB Statement No. 2 reaffirms the basic conclusion 
of the exposure draft issued last June. However, after considering the 168 
comment letters, the Board decided to exclude contract research work for other 
parties from the statement’s provisions.
The new requirement will be applied retroactively by prior period 
adjustments and financial statements presented for periods before the effective 
date will be restated.
Board Chairman Marshall S. Armstrong pointed out that this statement is the 
first one involving the full cycle of the Board’s “due process” in establishing 
a financial accounting standard in a major area. “I feel certain,” he said, “ that 
industry and the public accounting profession will recognize the objectivity 
of FASB pronouncements and support them even though some people may not 
fully agree with them.” According to Mr. Armstrong the Board plans to 
issue interpretations as needed to aid in implementation of its own pronounce­
ments and those of its predecessors — the Accounting Principles Board and 
the committee on accounting procedure of the AICPA.
Although the Institute is no longer distributing copies to the membership, 
the text of this statement will appear in the December Journal of Accountancy, 
and is available in the Institute’s loose leaf service. For those who do not have 
standing orders, copies of the statement can be obtained at 75¢ each from the 
FASB, High Ridge Park, Stamford, Conn. 06905.
The AICPA’s auditing standards executive committee has approved issuance 
of Statement on Auditing Standards No. 2, “Reports on Audited Financial 
Statements.” The statement, which deals with degrees of qualification of CPAs’ 
opinions, will result in the following changes in practice:
□  A “subject to” opinion will be the accepted means of expressing an auditor’s 
reservations about uncertainties that may affect financial statements. In 
such cases the affected items must be stated in conformity with generally 
accepted accounting principles, except for the contingent outcome.
However, a disclaimer will not be precluded.
□  A separate explanatory paragraph will be required if the auditor’s opinion is 
qualified, adverse or disclaimed. Modifications due only to changes in 
accounting principles are excepted.
□  Piecemeal opinions will no longer be acceptable.
□  When prior year financial statements accompany those of the current year, 
the auditor will be expected to report on both if he examined the earlier 
statements.
The statement, which supersedes SAS No. 1, sections 510.01-515.10, 
535.01-542.04, 544.01 and 547.01-547.04, will be effective for financial statements 
for periods ending on or after December 31, 1974, and is not intended to be 
applied retroactively. The text of this SAS is being sent to all AICPA members 
and will be published in the December Journal of Accountancy.
Council Expected to 
Act on Mixed 
Professional Corps
MAP Conferences 
Get Rave Reviews
Scope and Structure 
Draft is Available
Appointments to 
Audit Commission 
Completed
At its Oct. 12 meeting the AICPA’s Council was expected to act on a revision 
to its resolution on characteristics of professional corporations to permit 
mixed professional corporations.
There are three basic reasons why the resolution should be modified as 
recommended by the Board of Directors and the professional ethics division:
□  The arguments for permitting mixed partnerships are equally valid 
for permitting mixed corporations.
□  There is no discernible reason why mixed partnerships should not be 
able to form mixed corporations and vice versa. Concern about the ethics 
of corporate practice per se has abated.
□  This inconsistency in the ethical standards governing form of practice 
creates confusion and is difficult to justify. The conduct of all mixed 
practice units should be governed by the AICPA Code.
More than 100 participants have attended each of the first two national 
management of an accounting practice conferences (see June 10 Letter), with 
three-quarters of those attending giving them an excellent or very good 
rating. The conferences were Planning and Developing Firm Growth 
(Philadelphia, Sept. 23-24) and How to Administer the Personnel Function 
in the Firm (Chicago, Oct. 7-8).
The remaining conferences in the series are
□  CPA Partnerships: Formation, Operation and Termination, Miami, Fla., 
Oct. 31-Nov. 1 — formation of partnership and selection of partners, 
division of partnership profits, evaluation and changes in status of 
partners, and the problem partner.
□  Successful Firm Administration, Las Vegas, Nev., Nov. 21-22 — planning 
and forecasting, management review and controls, fee setting, billing 
systems and review controls, insurance and legal matters.
The conferences will include formal presentations by panelists and 
group discussions. Each participant will receive a summary of an actual 
financial data survey compiled from the conference participants’ 
answers to a questionnaire.
Registration fee is $160 for each conference. Further information can 
be had from the AICPA’s continuing professional education division or 
from the sponsoring state society.
Single copies of the discussion draft of Report of the Committee on Scope 
and Structure are available to members upon request to the AICPA.
The report includes sections on the concept of professionalism, the 
evolution of accounting practice, scope of services, constraints on scope, 
the need for multi-disciplines and specialization and a plan for 
implementation. A more detailed discussion appears in the members’ section 
of the October Journal.
The appointment of Walter S. Holmes, Jr., CPA, chairman of the board of
C.I.T. Financial Corp. completes the roster of a seven-member AICPA 
commission that will conduct a full-scale study of the responsibilities of 
independent auditors, including a determination of what the public 
expects from them.
The Commission on Auditors’ responsibilities is headed by former SEC 
Chairman Manuel F. Cohen and also includes as members LeRoy Layton, 
CPA; William C. Norby; Prof. Lee J. Seidler, CPA; Kenneth Stringer, CPA; 
and John J. van Benten, CPA.
The group will hold its first meeting Nov. 20 and expects to complete 
its study by the end of 1975. See the October Journal for more details.
CASB Issues 
Standard and 
Proposes Two 
Others
AICPA Supports 
Proposed FASB 
Standard
The Cost Accounting Standards Board has issued a standard on Accounting 
for Costs of Compensated Personal Absence (Part 408). The new standard 
differs from the earlier proposal reflecting comments received from the 
AICPA’s CASB committee and others.
The CASB noted that a number of comments, including the Institute’s, 
concerned the basis for recognition of costs. Thus, after additional staff 
research, the Board concluded that the distinction it previously made 
between a “certain” and a “reasonably certain” test for purposes of 
determining liability was unnecessary. It also simplified the standard to state 
directly that the proper measure of the liability and the criterion for cost 
recognition is the amount that would be payable if the employer were to 
terminate the employment for any reason not involving disciplinary action.
The Board did not accept the position stated by some commentators 
that only so much of the employer’s liability as would be payable on 
voluntary termination be considered to be “earned.” “The employer’s 
liability should not be disregarded merely because an employee may 
later act to relieve the employer of actually making the payment,” the Board 
stated. The expected effective date of the new standard is April 1, 1975.
Now out for public comments, which are due by Nov. 25, is a proposed 
standard relating to the allocation of general and administrative expense 
to cost objectives.
Among its principal provisions are the following:
□  G&A expenses shall be identified and grouped in a separate indirect cost 
pool and shall be allocated only to final cost objectives.
□  The cost input allocation base shall be representative of the total 
business unit activity during the entire cost accounting period. However, 
the expense allocations to final cost objectives which receive benefits 
significantly different from those accruing to other final cost objectives 
shall be determined by special allocation.
□  Home office expenses allocated to business units must be allocated to 
cost objectives in a manner which reflects the beneficial or causal 
relationship.
□  Independent research and development costs and bidding and proposal 
efforts continue to be covered under other laws and regulations.
The AICPA’s CASB committee expects to comment on the draft.
In its other proposal, the CASB plans to increase the minimum contract 
amount requiring compliance with its rules from $100,000 to $500,000.
Once a contractor receives an award in excess of $500,000, he would be 
required to comply with the standards on all subsequent prime and 
subcontracts exceeding $100,000 unless otherwise exempt. Comments will 
be accepted until Nov. 25.
The FASB’s proposed standard on companies in the development stage 
states that “no special accounting standards shall apply during the 
development stage.” Although it is in basic agreement with that general 
principle, the AICPA’s accounting standards division has suggested 
several changes. Among these was a request that FASB modify paragraphs 
9 and 10 to make it clear that a company in the development stage ought 
to account for its costs and expenses in whatever way would be appropriate 
for an operating company. The division also recommended that FASB 
delay the issuance of a final standard until it has reached conclusions on 
the accounting for other “similar costs” referred to in Appendix A of 
the draft. A report on the AICPA comments will be in the November Journal.
IRS Makes Audit 
Guidelines Public
Almost Everybody 
is in the MAS Act
Coopers & Lybrand 
Proposes Quarterly 
Reviews
The Internal Revenue Service has made available its 93-page manual on 
Audit Technique Guidelines for individuals and partnerships, estates and 
trusts, and corporations. They are used by agents in field examinations. 
They can be inspected at Room 1105, IRS, 111 Constitution Ave., 
Washington, D.C. 20224. Copies may be obtained at 10¢ per page.
Almost all medium-size accounting firms are engaged in some sort of 
management advisory services and more than 10% of the billable time is 
devoted to these activities in firms with two or more professionals.
These are among the conclusions of a just-completed study of 2,504 
practice units (other than the 50 largest firms) conducted by the Roper 
Organization for the MAS division.
About three-quarters of the firms give frequent counsel on general 
business matters with another 23%  occasionally doing so. About 97%  
frequently or sometimes assist in the development of non-EDP systems and 
about 55% of the firms are involved with EDP systems and operations, 
at least occasionally.
“Though far short of an audit, the proposed Lybrand ‘review’ promises to be 
a milestone for the accounting profession.” This was the Wall Street 
Journal reaction to a Coopers & Lybrand announcement that it is planning 
to offer additional assurance to management, audit committees and 
boards of directors on quarterly financial data and supplementary historical 
accounting data included in annual reports.
In essence, the firm is providing its clients, on an optional basis, 
a limited review of quarterly reports to see that accounting principles and 
procedures were appropriate and were consistent with past period 
applications. If satisfactory, the firm would supply the company with a 
letter for publication which describes the review and concludes that 
“we have no adjustments to propose.” Unlike an audit, liquid assets, 
inventories and receivables will not be checked.
A 40-page draft manual of review procedures has been published 
by the firm for comment.
-Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
666 FIFTH AVENUE, NEW YORK, N.Y. 10019
The CPA Letter, October 14, 1974. Published semi­
monthly except July and August when monthly, Vol. 54, 
No. 17. Publication and editorial office: 666 Fifth Avenue, 
New York, N.Y. 10019. Second-class postage paid at 
New York, N.Y. Copyright ©  1974 American Institute of 
Certified Public Accountants, Inc.
Second-class postage paid at New York, N.Y.
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AICPA Council 
Actions
FASB Exposes
Contingency
Draft
AISG Publishes 
Study on 
Extraordinary 
Items
The CPA Letter
A Semimonthly News Report for Members of the AICPA
At its meeting in Seattle on October 12, the AICPA’s Council took the following 
actions:
□  Adopted resolutions to implement a program of joint AICPA-state society 
disciplinary procedures. Under the new plan, which involves voluntary con­
currence by the state societies, a joint trial board division will be set up. It 
will consist of a system of regional trial boards and a national review board. 
Effective date is August 1, 1975.
□  Amended its previous resolution in order to bring “mixed” professional 
corporations under the jurisdiction of the AICPA’s Code of Professional 
Ethics. All shareholders no longer must be CPAs, but all must be in the 
practice of public accounting.
In a proposed standard issued for comment, the Financial Accounting Standards 
Board has concluded that estimated losses from a contingency should be accrued 
by a charge to income when all the following conditions have been met:
□  Information available at the financial statement date indicates that it is 
probable that an asset has been impaired or a liability has been incurred.
□  One or more events are reasonably expected to occur that will confirm the 
fact and amount of the loss.
□  The amount of the loss can be reasonably estimated.
Two types of losses that are specified as not meeting the conditions are 
uninsured risks that are ordinarily insured against and the risk of catastrophe 
losses by property and casualty insurance companies.
If a loss contingency does not meet the conditions for accrual, disclosure of 
the nature and range of loss would be required, or a statement that an estimate 
cannot be made.
Proposed effective date is for fiscal years starting on or after January 1 ,  1975. 
Comments on the draft are due by December 16.
Free copies are available from the FASB, High Ridge Park, Stamford,
Conn. 06905.
Extraordinary items, prior period adjustments and changes in accounting 
principles are the subjects of the ninth in a series of studies by the Accountants 
International Study Group. It sets forth the practices in Canada, the United 
Kingdom and the United States.
Single copies have been sent to all members of the Accounting Research 
Association. Additional copies are available at $3, with usual discounts for 
AICPA members.
Also, the International Accounting Standards Committee is completing work 
on a proposed statement on consolidated financial statements and the equity 
method of accounting. An exposure draft is expected to be available before the 
end of the year.
SEC Proposes 
Additional 
Disclosure of 
Client-Auditor
MAS Practice 
Standards to 
be Published
Small Business 
Producing 
Smaller Portion
Because auditors must be independent in fact and appearance, the SEC 
proposes in Release No. 5534 to amend Form 8-K and Regulation S-X to 
“increase the level of disclosure regarding relationships between inde­
pendent accountants and their clients.” The proposed requirements include:
□  Timely disclosure of the resignation or dismissal of accountants even 
before the successors have been selected, whether the accountants’ 
reports were qualified for either of the past two years and if any events 
in the two years following the change of auditors are similar to those
in a reported disagreement but are differently accounted for.
□  Footnote disclosure would be required on any material disagreement 
over accounting principles or practices within two years of the most 
recently filed statements and in cases where, in the two years following 
a change of accountants, similar events to those which gave rise to the 
disagreement are accounted for differently.
□  Amendments would be made to the proxy rules to require additional 
disclosure of the relationships between registrants and auditors. Com­
ments will be accepted until November 30, identified as File S7-535.
The AICPA’s management advisory services executive committee has 
authorized publication of the practice standards which all members should 
follow in MAS engagements. It will be incorporated, with the three 
previously issued statements, in a booklet, Statement on MAS Standards, 
which is expected to be distributed to all members in December.
The eight practice standards are summarized below:
□  Personal Characteristics: In performing management advisory services, a 
practitioner must act with integrity and objectivity and be independent 
in mental attitude.
□  Competence: Engagements are to be performed by practitioners having 
competence in the analytical approach and process, and in the technical 
subject matter under consideration.
□  Due Care: Due professional care is to be exercised in the performance 
of a management advisory services engagement.
□  Client Benefit: Before accepting an engagement, a practitioner is to notify 
the client of any reservations he has regarding anticipated benefits.
□  Understanding with Client: Before undertaking an engagement, a prac­
titioner is to inform his client of all significant matters related to the 
engagement.
□  Planning, Supervision and Control: Engagements are to be adequately 
planned, supervised and controlled.
□  Sufficient Relevant Data: Sufficient relevant data is to be obtained, 
documented and evaluated in developing conclusions and 
recommendations.
□  Communication of Results: All significant matters relating to the results 
of the engagement are to be communicated to the client.
Although the 8.5 million small businesses in the country represent 97% of 
the business community, they are producing a smaller proportion of total 
goods and services even though increasing in numbers. This was the basic 
conclusion of a voluminous statistical report by the Senate Select Committee 
on Small Business. “Small business now contributes 30% of the total 
output with reductions in contract construction, manufacturing, wholesale 
and retail trade and in services categories,” according to the report.
The 208 page booklet, which is based on data from the IRS annual 
reports, business census and statistics from the Office of Minority Business, 
is available in limited quantities from the committee’s office: c/o Senator 
Alan Bible, chairman, Room 145, Old Senate Office Building, Washington,
D.C.
AICPA Issues 
Position on 
Leases
Two Small 
Business Reports 
Available
Treasury Issues
Surcharge
Examples
The accounting standards division of the AICPA has issued a statement of 
position on accounting for leases in response to the Financial Accounting 
Standards Board’s discussion memorandum on this subject. Major 
conclusions:
□  Capitalization of leases should be determined on the basis of whether 
the lease is, in substance, an installment purchase.
□  If any of the following criteria are met, the lease should be capitalized:
1. Lessee builds up material equity in the leased property.
2. The lease term is equal to at least 75% of the estimated useful life of 
the property.
3. The lessee guarantees directly the lessor’s debt, and such debt is 
substantial in relation to the cost of the property.
4. The lessee assumes the usual risks and rewards of ownership.
5. The expected residual value at the end of the lease is nominal.
6. The lease agreement provides that the lessor will recover his invest­
ment plus a fair return.
□  The same criteria for determining whether a lease is to be treated as an 
installment purchase should be used to determine whether the lessor 
should treat the transaction as a sale or a loan.
□  Capitalized lease assets and obligations should be accounted for in the 
same manner as owned assets and legal debt.
□  Income from leveraged leases should be accounted for under the three- 
party financing lease concept.
The AICPA will make one of the 37 oral presentations at FASB’s public 
hearing to be held at the Americana Hotel in New York, November 18-21. 
Copies of the position are available from the accounting standards division.
The Small Business Administration has issued two new Small Marketers 
Aids. Keeping Records in Small Business (SMA No. 155) points out ways to 
keep records simple to use, and easy to understand. It suggests that “an 
outside accountant” be used to prepare financial statements. The second 
one is Marketing Checklist for Small Retailers. The seven-page document 
includes checklists for areas such as customer analysis, financial analysis 
and control, buying, pricing, management and insurance.
Free copies are available from SBA field offices or from its Washington 
headquarters, 1441 L St. NW, 20416.
In another area, the Federal Power Commission has produced a new 
loose leaf edition of the uniform system of accounts for electric utilities and 
licensees which was in effect April 1, 1973, with supplements for an 
indefinite subscription period. It can be obtained from the Government 
Printing Office, North Capitol and H Sts., Washington, D.C. 20401. Refer to 
FPC A-118. Subscription price is $6.05.
On October 10 the Department of the Treasury issued illustrative tables on 
the effect of the proposed five percent surcharge on families and individual 
taxpayers in various tax situations. For example, the following summary is 
illustrative of four person families for several income categories assuming 
17% itemized deductions:
Adjusted Gross Income
20,000 25,000 30,000 40,000 50,000
Present law tax 2,660 3,750 4,988 7,958 11,465
Surcharge 42 97 158 307 482
Surcharge as percent of present tax 1.6 2.6 3.2 3.9 4.2
A limited number of copies are available from the Treasury, Room 2313, 
Washington, D.C. 20220.
Second MAS
Conference
Planned
Washington
Briefs
As a result of the enthusiastic reaction of the more than 300 participants 
in the National MAS Conference, the AICPA’s MAS executive committee is 
planning a similar conference to be held next fall.
This year's two-day session in Chicago on Oct. 2-3 included the follow­
ing topics: MAS body of knowledge, relationship of MAS to audit and 
tax practice, managing multi-disciplinary engagements, joint ventures, 
feasibility studies and legal liability.
The Small Business Administration has proposed amendments to its loan 
policy to set forth operational restrictions and reporting requirements for 
participating lenders. Certain lenders would be required to submit annual 
financial reports examined by the lender’s “SBA-approved independent 
certified public accountant.” Comment period expires November 8.
The Renegotiation Board proposes to amend its regulations to make all 
financial statements filed with the Board conform to CASB standards. 
Comments will be accepted until November 25.
The Federal Trade Commission has established a notification program 
whereby both the acquired and acquiring companies in corporate mergers or 
acquisitions must answer a set of specific questions prior to the merger 
or acquisition. This does not mean, however, that FTC approval is needed 
prior to any transaction.
The SEC, in ASR Release No. 162, requires that limited partnerships present 
financial statements in conformity with generally accepted accounting 
principles with an opinion audit instead of filing statements on a tax basis. 
It is effective for 10-K reports filed for fiscal years ending on or after 
December 27, 1974.
The AICPA has filed comments with the FTC on its proposed rule on dis­
closure requirements for franchising operations. It suggests a more 
precise definition in accordance with generally accepted auditing standards. 
Comments are due by November 20.
The Senate has approved a bill (S3619) which provides relief to small 
businesses with fixed-price government contracts. It would permit any 
executive agency to terminate any fixed-price contract for companies that 
experience significant unanticipated cost increases which are experienced 
generally by other small business concerns in the market.
Missouri has become the seventh state to sign a joint audit agreement with 
the Office of Revenue Sharing. Audits, which will be the responsibility of 
the state, will be performed according to the standards and procedures 
set forth in ORS’s Audit Guide and Standards for Revenue Sharing Recipi­
ents. Other states are Florida, Illinois, Michigan, Minnesota, New York 
and Tennessee.
The IRS has changed its pricing policy for taxpayer copies of their returns 
from $1.00 per page to $1.00 for the first page and 10¢ for each additional 
page. Also, the manual on Audit Technique Guidelines is now available 
through the Freedom of Information Reading Rooms at the regional offices 
or from Room 1105, 1111 Constitution Ave., Washington, D.C. 20224.
Price is $9.30 (10¢ per page).
—Rod Parnell, Editor
November 11, 1974
A Reminder: 
We’ve Moved!
Two Ethics
Interpretations
Approved
A Semimonthly News Report for Members of the AICPA
Effective November 4, the AICPA’s main offices were relocated at 1211 Avenue 
of the Americas, New York, N.Y. 10036. Members are requested to use the 
direct telephone numbers of staff members they wish to contact. A list of such 
numbers appeared in the October 28 issue of the Letter and additional copies 
are available from the office services department. The new main telephone 
number is (212) 575-6200.
After several months of exposure, two interpretations of the AICPA’s Rules of 
Conduct were approved by the executive committee of the professional 
ethics division at its October 31-November 1 meeting.
Effect of family relationships on independence (101-4) — The interpretation 
describes three areas of independence affected by family relationships.
□  Independence with respect to a member’s audit client is impaired by the 
financial or business relationships of the member’s spouse, dependent children 
or any relative living in a common household with or supported by the 
member.
□  With respect to other close kin, the presumption that the appearance
of independence is impaired arises from a significant financial interest, 
investment, business relationship or responsible executive position in a 
member’s client. Such close kin would include non-dependent children, 
brothers and sisters, grandparents, parents and parents-in-law and the spouses 
of these relatives. Such interests, depending on the circumstances, may 
be ascribed to the member.
□  A presumption that the appearance of independence is impaired would not 
normally arise over the financial and business relationships of more 
remote kin such as uncles, aunts, cousins, nephews, nieces and other in-laws.
The interpretation states that in situations involving the assessment of 
relationships with both close and remote kin, members must consider whether 
geographical proximity, strength of personal and business relationships 
and other factors, when viewed together with financial interests in question, 
would lead a reasonable observer to conclude that the particular relationship 
poses an unacceptable threat to the member’s objectivity and appearance of 
independence.
Unaudited financial statements (202-1) — The interpretation clarifies the fact 
that the fourth reporting standard of generally accepted auditing standards 
is applicable to unaudited as well as audited financial statements. This standard 
includes the statement that “ in all cases where an auditor’s name is associated 
with financial statements, the report should contain a clear-cut indication of the 
auditor’s examination, if any, and the degree of responsibility he is taking.” 
(Italics supplied.) The new interpretation also directs members to sections of 
Statements on Auditing Standards and related guides which deal with 
unaudited financial statements.
The text of these interpretations will appear in the loose-leaf service, AICPA 
Professional Standards, and in an early issue of The Journal of Accountancy.
SEC to Require 
More Information 
for Shareholders
Second SEC
Conference
Scheduled
Auditor’s Viewpoint 
of Advanced EDP 
Systems Studied
More financial and business information must be furnished by companies to 
their shareholders under new rules adopted by the SEC on October 31 
(Rel. 34-11079). Effective December 20, 1974, management will be required 
to provide shareholders with certified financial statements for the 
past two fiscal years, a summary of operations for the past five fiscal years, 
a management analysis of the company’s financial position and viability, 
a brief description of its business, a breakdown by line-of-business for the 
most recent five years, names and principal occupations of officers 
and directors, a statement showing the market where the securities are 
traded and a listing of market price ranges and dividends paid during 
the most recent two years.
Finally the rules require companies to send, free of charge, copies of 
their 10K reports to all shareholders requesting them. A reasonable fee may 
be charged to cover the cost of exhibits to the 10K when requested.
The AICPA will sponsor its second conference on current SEC developments 
in Washington, January 6-7, at the Statler-Hilton Hotel. Following the 
format which was so successful last January, there will be a series of 
presentations and panel discussions on such topics as SEC pronouncements 
(with emphasis on compliance with and practical problems of recent 
releases), accountant’s legal liability, current problems in SEC filings, 
proposals under consideration by the Commission and future developments 
in reporting requirements. Among the speakers will be SEC Chairman 
Ray Garrett, Jr., Chief Accountant John C. Burton and a member of Congress 
involved in securities legislation.
The registration fee of $150 includes the sessions, luncheons and a 
conference handbook. Further information is available from the AICPA’s 
meetings department.
A preliminary paper on matters that should be considered in designing and 
developing advanced EDP systems to ensure that they meet management’s 
needs and audit requirements for both large and small companies has been 
prepared by an AICPA task force.
Headed by Everett C. Johnson, the task force predicts that the auditor’s 
job will be affected in the following ways:
□  As computers are applied to more and more functions, internal control 
techniques may be inadequate. Guidelines and standards must be 
developed.
□  Traditional documents and magnetic data that now comprise the audit 
trail may not be present in advanced systems. Alternative approaches 
will be required.
□  The auditor must be sure that the system subject to the audit test is 
actually the same one that is used to produce financial statements.
□  Auditors will have to anticipate the impact of new computer hardware 
and software developments on accounting records and will have to 
modify their audit techniques accordingly.
□  Despite the complexity of advanced systems, the audit must be 
performed at a reasonable cost.
The task force’s paper will appear in an early issue of The Journal 
of Accountancy so that readers may submit comments for the task force’s 
consideration in preparing its final report, which will include specific 
recommendations.
Capital Gains 
is Subject of 
Tax Statement
AICPA Issues 
Tax Practice 
Handbook
Changes in 
Financial Position 
Illustrated
FASB Records 
on Film
Taxation of Capital Gains is the title of the first tax policy statement issued 
by the AICPA’s federal taxation division. Such statements are developed 
by the tax policy subcommittee and approved by the division’s executive 
committee on behalf of the Institute.
This statement supports tax legislation which is directed at continuing 
the present pattern of taxing capital gains, but makes the following 
proposals for new legislation:
□  Narrow the statutory definition of capital assets.
□  Extend the holding period requirement from more than six months to 
more than 12 months.
□  Provide a sliding scale of exclusions for longer holding periods.
□  Extend the concept of recapture of expenditures charged against ordinary 
income.
□  Extend the capital loss carryback provisions to individual taxpayers.
□  Increase the $1,000 limitation on deductibility of net capital losses 
against ordinary income.
□  Continue the present policy of not imposing capital gains tax on 
unrealized appreciation of assets at death.
These positions were taken because of the present high tax rate, 
particularly on individuals, the need for new investment capital, the 
increasing impact of inflation and the tax burdens that may result from the 
“bunching” of income when substantial sales of assets occur.
The list price for copies is $2, with member discounts applying to 
orders of more than $2.50.
Tax Practice Management is the fourth in a series of AICPA tax studies. 
This 800-page loose-leaf manual is designed as a comprehensive practical 
guide for efficient and successful tax practice management. Authored 
by William L. Raby, of Laventhol Krekstein Horwath & Horwath, with the 
assistance of the Institute’s federal taxation division, it covers such 
subjects as tax and estate planning, return preparation and filing, legal 
liability, tax fraud, IRS audits and fees. Many illustrative forms and 
questionnaires are included. List price is $35, $28 to AICPA members.
Examples selected from the 6,000 annual reports contained in the AICPA’s 
National Automated Accounting Research System (NAARS) will serve 
as the basis for the fifth in a series of financial report surveys which will be 
published the latter part of December.
Dealing with the statement of changes in financial position, the survey 
will summarize the requirements of Accounting Principles Board Opinion 
No. 19, Reporting Changes in Financial Position, and illustrate the manner 
in which this subject has been treated in recent annual reports of a 
variety of industries. Among these are manufacturers and retailers, 
investment companies, banks, broker/dealers, insurance companies, 
utilities, construction contractors and several others.
The Financial Accounting Standards Board’s public records will be available 
on microfiche copies by the end of November.
These copies, which will be priced from $25 to $30, depending on the 
subject, can be obtained from the FASB’s publications division, High 
Ridge Park, Stamford, Conn. 06905.
CASB Plans 
Standard on 
Pension Costs
Major Statistical 
Sampling Reference 
Work Planned
Disclosure 
Symposium 
to be Held
Tentative Standards 
Set for CPE
The Cost Accounting Standards Board’s staff has drafted for Board 
consideration a proposed standard on the composition, measurement and 
allocability of pension costs in keeping with the new pension reform law.
The proposal deals with the cost accounting treatment for realized 
and unrealized gains and losses, the manner in which pension costs shall be 
assigned from higher levels of organization to its segments and the 
subsequent assignment to contracts and other cost objectives.
The AICPA has undertaken to research and develop a reference book on 
statistical sampling for auditors, with publication expected in the spring 
of 1976. Entitled Statistical Auditing, the volume will describe how 
statistical procedures can be used effectively in the audit process. It will 
focus on the practical applications of statistical principles.
The author will be Professor Donald Roberts who is on leave to the 
Institute from the University of Illinois. He will be assisted in specific 
aspects of his study by members of the statistical sampling subcommittee.
Some 90 representatives from four professional organizations will gather at 
Absecom, N.J., November 20-22 for the third annual Seaview Symposium 
to discuss the problems and benefits of financial disclosure.
Among the areas to be covered are the auditor’s role, the need for 
additional disclosure, trends in SEC requirements, and disclosure and the 
banker. Organizations represented are the AICPA, Financial Analysts 
Federation, Financial Executives Institute and Robert Morris Associates.
A summary of the sessions will appear in the publications of the 
participating groups in the spring, with a book including the papers and 
discussions to be published later in 1975.
A subcommittee of the AICPA’s continuing professional education division 
has exposed a draft of a tentative statement on standards for formal 
group and formal self-study programs as a step in the development of 
uniform national standards to help ensure the quality of programs and 
the proper reporting of credits on them. Areas in which the draft standards 
have been set forth are program development, presentation, measurement 
and reporting. Comments are due by December 15 and copies are available 
from the CPE division.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
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FASB Exposes 
Two Proposed 
Standards
IASC Approves 
Two Publications
The CPA Letter
A Semimonthly News Report for Members of the AICPA
The Financial Accounting Standards Board has issued for public comment two 
proposed statements, which, if adopted, would be effective by the end of 1974. 
They deal with reporting accounting changes in interim reports and with balance 
sheet classification of short-term obligations that are expected to be refinanced.
The interim reporting proposal states that when a company makes a 
cumulative effect type of accounting change in other than the first interim period 
of the fiscal year, no cumulative effect of the change from the beginning of the 
fiscal year shall be included in net income of the period of change. Instead, 
financial information for pre-change interim periods of that fiscal year would be 
restated by applying the newly-adopted accounting principle to those periods.
The proposal would also require publicly traded companies that regularly 
report interim information to shareholders, but do not issue fourth quarter 
reports, to disclose the quarterly effect of changes made in the fourth quarter in 
their annual reports.
Detailed guidelines and examples are given on how to report a change to the 
LIFO method of inventory pricing in interim reports.
The exposure draft on classification of short-term obligations expected to be 
refinanced would require three conditions to be met before the obligations 
can be classified as noncurrent. They are:
□  The borrower has a noncancelable binding agreement to refinance the 
obligation from a source reasonably expected to be financially capable of 
honoring the agreement.
□  The maturity date of the new obligation expected to be incurred by the 
borrower as a result of the refinancing under the agreement will be more than 
one year from the date of the financial statements.
□  The borrower intends to exercise its rights under the agreement.
Unless all these conditions are met, the obligation would be reported as a 
current liability.
Comments on the two proposals are due by December 16. Copies are 
available from the FASB, High Ridge Park, Stamford, Conn. 06905.
At its meeting in London November 5-6, the International Accounting Standards 
Committee approved two publications which, after translation, will be issued 
in January 1975.
Preface to Statements of International Accounting Standards sets forth the 
purpose of the standards and their authority. IAS No. 1. Disclosure of Accounting 
Policies calls for companies to disclose in their annual financial statements the 
significant accounting policies which have been used in the preparaton of the 
statements.
The committee also admitted as associate members accounting organizations 
of Greece, Pakistan and Trinidad and Tobago, bringing to 31 the number of 
accountancy bodies involved in the work of the IASC.
SEC Conferences 
Slated
FASB Holds 
Hearing on 
Leases
Accounting for 
Fuel Costs 
is Deferred
The Second Annual Institute on Securities Regulation, sponsored by the 
University of California, will be held at the Del Coronado Hotel in Coronado 
(San Diego) January 8-10.
Topics include acquisitions and tender offers, tax shelters, accounting 
and financial reporting, competitive rates, SEC enforcement and settlement 
procedures, and impact of high interest rates on securities markets. 
Registration fee is $215 until December 6 and $235 after that date. For 
further information write: Securities Regulation Institute, University of 
California Extension, P.O. Box 109, Lajolla, California 92037. Featured 
among the 40 speakers and panelists will be Ray Garrett, Jr., chairman of the 
SEC, the Commission’s chief accountant, John C. Burton and Wallace E. 
Olson, president of the AICPA.
The AICPA-sponsored conference on current SEC developments, which will 
be held at the Statler-Hilton Hotel in Washington January 6-7 (see November 
11 Letter) is directed specifically to accounting matters. In addition to the 
three speakers cited for the California meeting, Marshall S. Armstrong, 
chairman of the Financial Accounting Standards Board will be on the 
program. Registration fee is $150 through the AICPA’s meetings department.
New York’s Americana Hotel was the site of the Financial Accounting 
Standards Board’s public hearing on lease accounting November 18-21. There 
were 34 oral presentations by representatives of organizations who set 
forth various positions on the appropriate accounting and reporting standards 
for different types of leasing transactions. While the hearing dealt with 20 
basic issues of concept and principle and with some 23 questions of procedural 
alternatives, the differing viewpoints centered on three fundamental 
questions: What types of leases should be capitalized? Should similar 
criteria be set for capitalization by the lessee and treatment as a sale by the 
lessor? Should special accounting standards be established for leveraged 
lease transactions?
In addition to the transcripts of the oral presentations, the FASB will 
be considering the more than 240 position papers that have been filed with 
it before developing a statement of standards in this area.
After meetings and correspondence with interested parties, the Financial 
Accounting Standards Board has decided not to, consider the question of 
accounting by utilities for fuel costs under fuel adjustment clauses as an inter­
pretation to the APB Opinion No. 2 addendum on accounting principles for 
regulated industries.
The Board has concluded that any reconsideration of the addendum 
must form part of a broad study of the financial accounting and reporting 
standards to be followed by utility companies. Such a study cannot be 
undertaken at this time “because of the number of more urgent projects 
already on its agenda.” In making this decision, the FASB emphasized that it 
neither affirms nor rejects the deferral method of accounting for fuel costs 
and suggested that utility companies and their auditors determine the 
appropriate accounting for fuel costs in accordance with the addendum 
depending on the circumstances in each particular situation.
AcSEC Meeting 
Summary
SBA Issues SBIC
Accounting
Guidelines
U.S. Chamber 
Creates Data Center
At its November 12-14 meeting the AICPA’s accounting standards executive
committee took the following actions:
□  Authorized the preparation of a letter of comment on the FASB’s exposure 
draft, Accounting for Contingencies, for release by December 13.
□  Revised a draft Statement of Position on forecasting for consideration
at its January meeting. The Statement will not make a recommendation on 
the desirability of presenting forecasts, but, when presented, forecasts 
should be prepared in the format of a balance sheet, statement of income 
and retained earnings, and statement of changes in financial position.
□  Authorized, pending revisions and certain clearances, the issuance of a 
Statement of Position on accounting practices in the mortgage banking 
industry before the end of the year.
□  Agreed that the new pension law, by itself, should not require any changes 
in APB Opinion No. 8, although it may be appropriate to reconsider 
certain of its provisions.
□  Approved issuance of a Statement of Position on recognition of revenue 
when right of return exists after revisions are made to reflect suggestions 
made at the meetings.
□  Authorized the issuance of a letter to the FASB which discusses the broad 
problems of revenue recognition.
□  Appointed task forces to prepare letters of comment on the FASB exposure 
drafts on classification of short-term obligations expected to be 
refinanced and on reporting accounting changes in interim financial 
statements.
Revised accounting guidelines for Small Business Investment Companies 
have been published by the Small Business Administration (Federal Register, 
November 5). Effective December 1, 1974 for annual reports of companies 
with fiscal years ending after November 30, the revisions incorporate the 
AICPA’s Audit Guide for Small Business Investment Companies, the Guide 
for the Preparation of the Annual Report (SBA Form 468) and the System 
of Accounting Classification as appendices to Part 107 of the SBA regulations.
The announcement notes that the format of financial statements is 
significantly different from previous requirements. This is due to the 
accounting and reporting practices recently expressed by the Institute in its 
industry audit guide.
Free copies of the guidelines, as published in the Federal Register, 
are available from Wayne Foren at the SBA offices, 1441 L St., N.W., 
Washington, D.C. 20416.
The Chamber of Commerce of the U.S.A. is seeking information on successful 
efforts by business firms to reduce costs, increase productivity and conserve 
energy for its new National Inflation/Recession Information Center. In 
addition to specifics in these areas, it is also interested in the obstacles en­
countered in developing such programs.
The data will be transmitted to the various federal agencies involved 
in these areas and will enable the Chamber to undertake detailed studies of 
workable measures. Information should be sent to the Center at the 
Chambers headquarters, 1615 H Street, N.W., Washington D.C. 20062.
SEC Issues Rules 
on Interest 
Capitalization
The SEC’s Accounting Series Release No. 163 (November 14) prohibits 
non-utility companies, as of June 21, 1974, from adopting a policy of capital­
izing interest costs and sets forth disclosure requirements for companies 
which had such a policy prior to that date.
The new rules follow the original proposals (see July Letter), but the 
exceptions have been broadened to include telephone utilities (as well as 
electric, gas and water) and, to the extent authorized by the AICPA’s guides, 
interest on obligations incurred to carry real estate owned by savings and 
loan institutions and companies involved in retail land sales.
The following are the disclosure requirements:
□  The amount of interest cost capitalized in each period for which an income 
statement is presented shall be shown within the income statement.
□  The reason for the policy of interest capitalization and the way in which 
the amount to be capitalized is determined.
□  The effect on net income for each period for which an income statement 
is presented following a policy of capitalizing interest as compared to a 
policy of charging interest to expense as incurred.
Effective date is for financial statements filed on or after January 1 ,  1975 
and applies to statements for periods ending after June 21, 1974.
SBA Proposes 
Equity Capital 
Amendments
Proposed regulations designed to facilitate the flow of equity capital to 
small businesses have been issued by the SBA (Federal Register, November 
5). The proposal would permit licensees to purchase securities from 
underwriters (i.e., non-issuers) beyond the current limit provided in the 
regulations. Purchases would be restricted to securities with equity features 
and the amount of the public offering would be limited to $5 million. 
Comments are due by December 5.
AICPA Responds 
on Auditor-Client 
Relationships
In its response to the SEC’s proposals in Release No. 5534 on auditor-client 
relationships (see October 28 Letter), the AICPA’s auditing standards 
division is including comments on all the substantive issues. The division 
generally agrees with the changes in the Form 8K requirements, especially 
with the proposed lengthening of the period of time for which disagreements 
would be reported. It takes issue, however, with some of the proposed 
changes in financial statement disclosure. In particular, the division believes 
that it would be inappropriate to require footnote disclosure of prior 
disagreements with the succeeded auditor.
-Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
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Two Auditing 
Statements Being 
Published
Views Exchanged 
at Disclosure 
Symposium
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A Semimonthly News Report for Members of the AICPA
Two Statements on Auditing Standards issued by the AICPA’s auditing standards 
executive committee will be mailed to all members about the third week 
in December and the texts will appear in an early issue of The Journal of 
Accountancy.
The Effects of EDP on the Auditor's Study and Evaluation of Internal Control 
(SAS No. 3) — The Statement recognizes that accounting applications of 
EDP may influence the procedures used by an auditor in the study and evaluation 
of accounting control to determine the nature, timing and extent of audit 
procedures to be applied in the examination of financial statements. It describes 
the effects of EDP on the various characteristics of accounting control and 
is intended to provide a framework for the development of further guidance 
on auditing procedures. The Statement supplements Section 320 of SAS No. 1.
Quality Control Considerations for a Firm of Independent Auditors 
(SAS No. 4) — Generally accepted auditing standards are concerned primarily 
with the characteristics and conduct of individual auditors. This statement 
is in response to the need to identify the accounting firm’s policies and procedures 
that may affect the quality of its audit work. It sets forth guidelines for 
establishing policies and procedures that will provide the firm with reasonable 
assurance of conformity with generally accepted auditing standards.
Among the elements affecting quality control that are discussed are independence, 
assigning personnel, consultation, supervision, hiring and professional 
development.
Both statements will be incorporated in the auditing volume of the AICPA’s 
loose-leaf Professional Standards series.
Representatives from the AICPA, Financial Analysts Federation, Financial 
Executives Institute and Robert Morris Associates held a series of discussions on 
the benefits and problems of disclosure at the third Seaview Symposium 
in Absecon, N.J., November 20-22.
While the talks ranged over a wide area, there was considerable difference 
of opinion on two basic questions. One dealt with whether there is a 
logical basis for establishing different levels of generally accepted accounting 
principles for different types of companies — particularly as they relate to 
such disclosures as earnings per share and the statement of financial condition. 
The other centered on whether, in addition to the common core of basic 
information, universal criteria can be set for disclosures that would improve 
the understanding of the real earnings characteristics of a company and 
how they may change with the passage of time.
A summary of the sessions will appear in the publications of the 
participating organizations in the spring, to be followed by a book which will 
include the background papers and discussions.
SEC Adopts
Long-Term
Contract
Disclosure
Rules
And Proposes 
to Conform R & D 
with FASB
Two Auditing
Interpretations
Approved
The SEC has amended Regulation S-X (Accounting Series Release No. 164) 
to provide for improved disclosures on defense and other long-term 
contract activities. In particular, the amendments require more detailed 
disclosure with respect to the nature of costs accumulated in inventories, 
the effect of cost accumulation policies on cost of sales and the effect of 
revenue recognition practices on receivables and inventories.
The new disclosures apply to financial statements filed with the 
Commission for periods ending on or after December 20, 1974, and are 
required in shareholder reports only to the extent that they constitute 
satisfactory disclosure under generally accepted accounting principles.
Regulation S-X will be amended to eliminate differences between the 
current SEC requirements for accounting for research and development costs 
and those in Statement No. 2 of the Financial Accounting Standards Board 
under proposals in SEC Release 33-5541. The amendments would eliminate 
references to deferred research and development costs and provide for 
disclosure in the income statement of such costs charged to expense.
This proposal, on which comments are due by December 20, conforms 
to the Commission policy set forth in Accounting Series Release No. 150 
that “the pronouncements of the FASB will be considered to constitute 
substantial authoritative support for accounting and reporting 
procedures and practices used in preparing financial statements to be 
filed with the Commission.”
Two interpretations by the AICPA’s auditing standards division will appear 
in the Accounting and Auditing department of the January Journal of 
Accountancy. They deal with the reporting of deferred research and 
development costs before the effective date of the FASB Statement, which 
calls for expensing, and with a change from FIFO to LIFO in the 
earliest year being reported.
The first interpretation acknowledges that deferral of research and 
development costs on financial statements for fiscal years beginning 
before January 1, 1975 (the effective date of the FASB Statement) is 
acceptable under generally accepted accounting principles, but indicates that 
the auditor should consider whether the anticipated prior period 
adjustment arising from the impending changes is so material that 
disclosure is essential. If so, the disclosure might be made by 
supplementing the historical financial statements with pro forma financial 
data that give effect to the future adjustment as if it had occurred on 
the balance sheet date. If the auditor decides that the matter should be 
disclosed and it is not, his opinion should be qualified as required 
by section 545.01 of Statement on Auditing Standards No. 1. Also, if the 
ultimate realization of reported deferred research and development 
costs is uncertain and the costs are material, the opinion should be 
appropriately qualified (SAS No. 2, paragraphs 21-26).
The second interpretation holds that since a FIFO to LIFO change made 
in the earliest year presented and reported on does not affect the 
comparability of the earliest year with subsequent years because no 
cumulative effect is reported in the year of the change, the auditor 
need not refer in his report to the change in inventory pricing methods.
Also in the January Journal will be a discussion by the auditing 
standards executive committee chairman of auditing procedures and 
reporting when there is a doubt over presenting financial statements 
on a going-concern basis.
Study Criticizes
Non-Profit
Accounting
AA Opposes 
Reports on 
“Limited Reviews”
CPA MAS 
Billings
A study by the accounting advisory committee of the Commission on 
Private Philanthropy and Public Needs calls for substantial improvement in 
the accounting and reporting by private non-profit organizations.
The privately supported commission, which is chaired by John H. Filer, 
chairman of Aetna Life and Casualty Company, was formed last year 
at the initiative of John D. Rockefeller, III, Wilbur D. Mills, George P. Schultz 
and William Simon. Its purpose is to study various aspects of private 
philanthropy in the U.S.
Other conclusions reached by the advisory committee, which is 
composed of four CPAs in practice and is headed by Malvern J. Gross, Jr., of 
Price Waterhouse & Co., include the following:
□  Similar transactions are handled differently by different organizations, 
because of the availability of alternative accounting principles. Official 
pronouncements are not uniform in the accounting principles and reporting 
practices they prescribe.
□  Many of the jurisdictions which have financial regulatory reporting 
requirements for philanthropic organizations have their own reporting 
formats that cause needless expense in preparing different reports. These 
agencies include the federal government, more than half the states
and many municipalities.
The report proposes that a single uniform set of accounting principles 
be adopted and followed by all philanthropic organizations and 
makes specific recommendations on the principles that should be followed. 
It sets forth a Standard Accounting Report which the committee 
recommends to the commission as the basis of a uniform financial report for 
adoption by the governmental jurisdictions which require annual 
financial information from these non-profit groups. The SAR includes a 
statement of revenue, expenses and changes in fund balances, a 
statement of functional expenses and a balance sheet, which could be used 
with appropriate supplemental schedules to fulfill a particular regulatory 
interest.
Following the announcement by Coopers & Lybrand that the firm will 
undertake “limited reviews” of corporate quarterly reports (see October 14 
Letter), Arthur Andersen & Co. petitioned the SEC to instigate 
rule-making procedures leading to an Accounting Series Release which 
would prohibit registrants from publicly referring to reports of auditors 
that give “negative assurance” on the basis of “limited reviews” of 
unaudited financial data. Such a report, according to the petition, “is certain 
to be misleading, because it implies a degree of confidence that is not 
warranted by the work performed.”
The AICPA’s auditing standards executive committee has advised the 
SEC that it hopes to expose for comment, by the end of January 1975, 
a proposed statement on interim financial information, with the expectation 
that a final standard will be approved by June 1.
CPA firms are now billing more than $400 million in management advisory 
services, estimates Consultants News, a newsletter published for 
management consultants.
It reports that this is about 20 per cent of all the management consulting 
business in the country. This figure is based on a report from the 
Association of Consulting Management Engineers that gives a total of 
$2 billion for billings of all consultants. The publication foresees a 
significant broadening of these services by the accounting profession.
The International Accounting Standards Committee has issued for comment 
a proposed statement on international accounting standards, 
Consolidated Financial Statements and the Equity Method of Accounting.
The draft holds that parent companies should issue financial statements 
which consolidate all foreign and domestic subsidiaries except those 
subsidiaries where control is likely to be temporary or those that operate 
under conditions in which severe long-term restrictions on the transfer 
of funds jeopardize the parent’s control over the assets or operations.
Investments of a consolidated group in associated companies would be 
accounted for in the consolidated financial statements by the equity 
method of accounting. An associated company is defined as an enterprise 
in which the consolidated group has a substantial interest in the 
voting power and in which the group is able to exercise significant influence 
over the financial and operating policies.
Comments are due by April 10,1975, and a final statement is expected 
to be issued by December, 1975. Copies of the draft are available from 
Robert Sempier, the AICPA’s director of international practice.
The committee has also established three new projects for action. They 
are source and application of funds, research and development costs 
and presentation of the income statement, including extraordinary items, 
prior period adjustments and accounting changes.
Some 300 participants are expected at the AICPA’s Second National 
Conference on Current SEC Developments to be held in Washington, D.C., 
January 6-7, at the Statler-Hilton Hotel. The program is designed to bring 
CPAs up-to-date on SEC pronouncements, including those that may 
affect year-end filings. In addition to lectures and panel discussions 
conducted by SEC representatives and AICPA members, Representative 
John E. Moss, chairman of the Subcommittee on Commerce and Finance 
of the House Committee on Interstate and Foreign Commerce, will speak 
on securities legislation.
Registrations should be made through the AICPA’s meetings department. 
The $150 fee covers luncheons, a banquet and a Conference Handbook 
for the two-day meeting.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
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Proposed Pension 
Regulations Issued
CASB Proposes 
Acquisition Cost of 
Material Standard
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The Department of Labor has issued proposed regulations under the Employee 
Retirement Income Security Act of 1974 which deal primarily with the reporting 
and disclosure provisions. Among the proposed provisions are the following:
□  A “substantial business purpose” will have to be shown in order to secure 
DOL permission to establish a multi-employer pension or welfare plan.
□  Pension and welfare plans run on a non-calendar year basis will not have to 
submit annual reports under the new law until 1976, 210 days after the end 
of their plan years, beginning after January 1, 1975. During 1975, such 
plans are required to report under the Welfare and Pension Plans Disclosure 
Act.
□  Unfunded welfare benefit plans — and benefit plans funded exclusively 
through insurance contracts — with fewer than 100 participants are exempted 
by the Secretary of Labor from reporting and disclosure requirements,
with the exception: each participant and beneficiary must be furnished with 
a summary plan description.
□  Pension plans subject to reporting and disclosure can choose to use the 
complete plan description filed with the Department of Labor as the summary 
plan description. Already prepared summaries may be used as interim 
summaries to meet the April 30, 1975 deadline. In both cases, however, the 
descriptions must meet the standards of clarity, completeness and ease of 
understanding prescribed by the law.
□  Plan descriptions to be filed with the Department of Labor must be done on a 
form prescribed by the Department. Plans in existence on January 1, 1975 
must file a description within 120 days after establishment.
A proposed “Plan Description” form, EBS-1, is also available for inspection 
and comment before its issuance in final form.
Comments on the proposals are due by January 6 and copies can be obtained 
from Charles Caldwell, Information Director, Labor-Management Services 
Administration, U. S. Department of Labor, 14th and Constitution Avenue, 
Washington, D. C. 20210.
The Cost Accounting Standards Board will accept comments until January 31, 
1975 on its proposed standard on accounting for acquisition costs of material.
The proposal establishes the criteria for direct allocation of a category of 
materials to a cost objective and for the use of a material inventory account.
It specifies the use of any of three inventory costing methods — first-in, first-out; 
a moving or weighted average and a standard cost method — but requests 
suggestions for other acceptable methods together with justification and criteria 
for their use.
The proposed standard does not prescribe the cost composition of material, 
but provides that material cost shall be the net acquisition price of a category 
of material, whether or not a material inventory account is used.
AICPA Comments 
on FASB Draft 
Standards...
. . .  and Issues 
Position Statement
Two Practice 
Management Aids 
Near Completion
The AICPA’s accounting standards division has submitted comments on 
three proposed statements of the Financial Accounting Standards Board.
Accounting for Contingencies — In general, the division agrees with the 
proposal but holds that any accounting standard on contingencies should 
be more closely coordinated with the American Bar Association’s exposure 
draft, “Scope of Lawyer’s Responses to Auditors Requests for Information” 
(October 20, 1974), if implementable standards are to be established. It 
also proposes that provisions should not be restricted to information 
available at the date of the financial statements, but should apply to 
information available prior to their issuance, as set forth in Statement on 
Auditing Standards No. 1.
Classification of Short-Term Obligations Expected to be Refinanced — 
The division notes that its previous recommendations have been incorpo­
rated in the proposed statement, but calls for a greater definition of some 
of the terminology, including “a noncancelable binding agreement.”
Reporting Accounting Changes in Interim Financial Statements — The 
division agrees with the major conclusions of the proposals, recommends 
some clarifications and suggests that the Board consider requiring the 
retroactive presentation of the catch-up adjustment in the first interim period 
in which an accounting change is made.
In its eleventh Statement of Position this year, the accounting standards 
division has proposed that face-amount certificate companies be excluded 
from the accounting provisions of the AICPA industry audit guide, Audits 
of Investment Companies. It holds that such companies do not meet the 
general definition of investment companies set forth in the guide for these 
reasons:
□  The business of a face-amount certificate company does not consist of 
“ selling its capital shares to the public.”
□  It does not distribute to its certificate holders “the net income from, 
and the net gains realized on sales of, its investments.”
□  It does not pool funds obtained from its shareholders.
The Management of an Accounting Practice handbook, prepared by the 
AICPA’s MAP committee, will become available about January 31. The 
three volume loose-leaf guide covers all aspects of managing and 
administering a CPA firm. It includes such topics as formation and growth 
of a partnership, personnel, office and client administration and how to 
control costs, revenue, output and workloads.
The material is supported by considerable statistical data and by 
numerous charts and forms that are useful in practice management. Also, 
periodic supplements will be offered, at additional cost, to update the 
handbook.
The basic publication is priced at $100 ($80 to AICPA members) and 
copies may be ordered through the Institute’s Order Department.
In conjunction with publication of the handbook, the financial and 
practice management division has announced a program for the review of 
administrative procedures of local CPA firms, which will be ready in the 
spring. The confidential two-day review would be conducted by two 
qualified out-of-state CPAs who will evaluate the firm’s administrative 
procedures on the basis of an extensive checklist which is compatible with 
the MAP handbook. Cost of these reviews will approximate those for the 
Local Firm Quality Review Program and will be announced prior to 
the inception of the program.
Further information is available from Al Zitzmann, of the division.
Scope and Structure 
Committee Report
MAS Statements 
Issued
Pension Highlight 
Booklet is Available
Executives Sought 
for Interchange 
Program
In keeping with the announced intention to obtain profession-wide reactions 
to its proposals, the text of a discussion draft of the report of the AICPA’s 
special committee on scope and structure will be published in the members’ 
section of the January Journal of Accountancy.
The committee expects to submit its final report to the Board of 
Directors for approval for submission to the fall 1975 meeting of Council.
In essence, the draft advocates an expanding role for the profession, within 
the constraints of certain conditions such as competence, integrity and 
objectivity. Because of the multi-disciplinary talents needed for this role, 
it is recommended that a program for qualifying specialists in certain areas 
by examination should be established within the Institute. After sufficient 
experience has been gained with the qualifying process, the committee 
suggests that non-CPAs employed in a professional capacity by firms 
represented in the membership be admitted to the Institute if they pass the 
specialist’s examination and fulfill other requirements set forth in the draft.
Many state societies and chapters are planning meetings for discussion 
of the proposals during the coming year and the AICPA’s state society 
relations division is developing a package of materials which will serve as 
a guide for the discussions.
A Codification, Statements on Management Advisory Services, will be sent 
to all AICPA members by the end of the month.
The 32-page, indexed booklet includes the recently adopted practice 
standards (see October 28 Letter) and the three Statements that were issued 
in 1969. They are “Tentative Description of the Nature of Management 
Advisory Services by Independent Accounting Firms,” “Competence in 
Management Advisory Services” and “Role in Management Advisory 
Services.”
The text of the practice standards will be published in the February 
Journal of Accountancy.
Highlights of the 1974 Pension Reform Legislation is a 24-page booklet that 
summarizes the more than 200 pages of the recent legislation. The study 
originally appeared in the November issue of The Tax Adviser and is 
authored by Herbert J. Lerner and Harold Dankner.
The booklet examines and explains the provisions relating to such 
areas as plan determination insurance and employer liability, reporting and 
disclosure requirements, participation and vesting standards, H.R. 10 and 
Subchapter S plans, and individual retirement savings plans.
Discount price to AICPA members is $1.60, with orders of $2.50 or more, 
from the Institute’s Order Department.
The President’s Executive Interchange Program is seeking nominations for 
the 1975-76 year. It provides private and public sector executives with 
the opportunity to work in the other sector for a one-year period.
The job assignments, generally staff positions, are available in such 
areas as program analysis, budget and finance, legal, administration, 
personnel, training, management analysis and information systems. 
Candidates must be nominated by their chief executive officer and be willing 
to relocate in the Washington, D. C. area for the period of the assignment. 
They must earn a minimum of $25,000 a year before selection.
The deadline for receipt of completed nominations for the 1975-76 
program is March 1, 1975. For further information, write: President’s 
Commission on Personnel Interchange, Suite 1316, 1900 E St., N.W., 
Washington, D. C. 20415, or call (202) 632-6834.
Washington Briefs Some changes in the annual financial reporting requirements of labor
organizations would be made under proposals issued by the Department of 
Labor. A new reporting form (LM-1) would be used and updated periodically. 
Comments are due by January 10. Copies of the proposed forms and 
instructions can be obtained from Room 1446, Silver Springs Plaza, Silver 
Springs, Md. 20216.
The Treasury has announced the establishment of the Chief Counsel’s 
Advisory Committee on Rules of Professional Conduct. To consist of at least 
one former government attorney, a recognized scholar in this field and 
several practitioners, the committee will advise on the scope and interrela­
tions of the various rules and make recommendations toward establishment 
of a uniform policy on proper professional conduct in representation of 
taxpayers before the IRS and the courts.
The Federal Energy Administration will expand its auditing staff to review 
prices charged by crude oil producers. Strengthening of the audit review 
program arose largely because of a critical report recently issued by the 
General Accounting Office and is expected to result in more thorough 
examinations, especially in terms of possible violations in previous cycles.
The SEC, in Release IC40-8596, is seeking comments on possible exemption 
of foreign investment companies from certain elements of the Investment 
Company Act of 1940. In particular, the Commission asks whether foreign 
funds should be subject to the same inspection, record-keeping, capital, 
enforcement and proxy rules that cover U.S. funds. Comment period ends on 
January 31.
The IRS has proposed regulations that would open its future private tax 
rulings to public inspection. Taxpayers seeking such rulings would have to 
submit a blanket waiver of confidentiality except for matters that the 
taxpayer contends are trade secrets or national defense or foreign policy 
secrets. Due date for comments is January 10.
A bill which would have permitted federal government agencies to negotiate 
for outside accounting services, rather than require competitive bidding, 
seems dead. The measure, S.2626, which was introduced last year by 
Senator Bentsen, of Texas, was reported upon unfavorably by a subcom­
mittee of the Senate Committee on Government Operations.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
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